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INTRODUCTION 


THE  INSTITUTE  FOR  MEDICAID  MANAGEMENT 

The  Institute  for  Medicaid  Management  (IMM)  was  established  to  provide  training  and  techni- 
cal assistance  to  States,  to  facilitate  the  exchange  of  pertinent  ideas  in  the  Medicaid  program  and 
to  point  out  effective  practices  of  the  States.  IMM's  goal  is  to  bring  about  improved  management 
of  the  Medicaid  program  so  that  medical  care  for  the  poor  and  medically  needy  can  be  provided 
in  an  affordable  and  effective  way. 
To  achieve  this  goal,  IMM  plans  to  use  a  multi-faceted  approach: 

to  lead  conferences  and  workshops  covering  subjects  useful  to  the  States; 

to  issue  publications  covering  exemplary  State  practices,  conference  proceedings,  current 

approaches  to  specific  problems  and  other  stimulating  ideas  on  health  programs  in  general; 
to  provide  on-site  technical  assistance  to  States  and  to  coordinate  technical  assistance  efforts 

of  the  Medicaid  Bureau;  and 
to  evaluate  State  training  needs,  to  develop  curriculum  based  on  this  evaluation  and  to  pro- 
vide training  material  for  State  staff  utilizing  the  curriculum. 
This  publication  serves  as  a  vehicle  for  dissemination  of  various  State  solutions  to  problems, 
innovative  ideas  and  articles  of  general  and  special  interest  to  State  Medicaid  Managers  and  staff. 

We  welcome  articles  on  any  subject  related  to  the  Medicaid  program.  We  are  particularly  inter- 
ested in  receiving  articles  from  State  agency  representatives.  Responses  to  previously  published 
material  are  also  welcome. 

We  see  this  publication  as  a  joint  Federal/State  effort.  If  it  is  to  be  successful,  we  must  have 
contributions  from  the  States  as  well  as  your  views  on  how  well  we  are  meeting  your  needs. 
Please  forward  all  communications,  contributions,  requests  for  information  and  materials  to: 


Mary  Kenesson,  Director 

The  Institute  for  Medicaid  Management 

Medicaid  Bureau,  HCFA,  HEW 

Room  4030,  Mary  E.  Switzer  Building 

330  "C"  Street,  S.W. 

Washington,  D.C.  20201 


Readers  who  have  been  with  us  from  the  beginning 
will  notice  that  the  title  of  this  publication  has  been 
changed  to  Perspectives  on  Medicaid  Manage- 
ment. Due  to  Departmental  concern  about  the 
unnecessary  proliferation  of  periodicals,  the 
Journal  for  Medicaid  Management  will  no  longer 
be  published.  Instead,  the  IMM  will  publish 
"Perspectives",  selected  papers  on  Medicaid 
management.  This  publication  will  appear  at 
unspecified  intervals  and  will  not  be  numbered. 
Those  persons  already  on  the  old  Journal  mailing 
list  will  be  receiving  the  new  publications  as  they 
appear. 


A  Message  to  State  Managers: 

PERSONAL  PERSPECTIVES  ON  MEDICAID  MANAGEMENT 


by  LEONARD  D.  SCHAEFFER, 
ADMINISTRATOR 

HEALTH  CARE  FINANCING  ADMINISTRA- 
TION 

In  the  past  months  I've  learned  a  lot  about  the 
Federal  role  and  Federal  responsibility,  and  the 
meaning  of  the  State-Federal  partnership.  I  have 
concluded  that  it  is  difficult  to  define  the  Federal 
role  precisely.  Federal  responsibility  must  go 
beyond  simple  oversight  of  State  management  to 
include  necessary  steps  to  facilitate  improvement  in 
that  management.  I  look  forward  to  moving  the 
Health  Care  Financing  Administration  (HCFA)  in 
some  new  directions  that,  I  hope,  will  meet  both 
our  needs. 

The  challenge  we  face  is  to  meet  the  essential 
health  care  needs  of  our  beneficiaries  during  a 
period  of  limited  resources,  increasing  demand  and 
growing  public  skepticism.  And  because  of  the 
enormous  purchasing  power  of  Federal  and  State 
governments  in  the  health  care  field,  we  have  a 
major  opportunity  to  favorably  influence  the 
future  of  American  health  care. 

The  ripple  effect  of  good  management  can  be 
enormous.  By  applying  that  management  we  can 
assure  that  limited  resources  go  where  most 
needed,  influence  the  delivery  of  better,  more  cost- 
effective  care  to  the  general  public  as  well  as  our 
own  beneficiary  population,  and  restore  the 
credibility  of  State  and  Federal  managers  and  thus 
withstand  the  onslaughts  of  the  budget  cutters. 

We  take  our  responsibilities  seriously.  We  know, 
too,  however,  that  you  —  the  State 
administrators — not  we — manage  the  day  to  day 
operation  of  Medicaid.  The  issue,  therefore,  is  how 
we  can  best  work  together  to  manage  the  program 
better. 

The  need  for  innovative  solutions  to  our 
management  problems  is  now  more  pronounced 
than  at  any  other  time  in  Medicaid's  history.  One 
of  the  program's  primary  strengths,  I  believe,  is  the 
multiplicity  of  approaches  which  State  Medicaid 
Directors  have  taken  to  resolve  the  unique 
problems  of  their  programs.  New  York  City  has 
cut  time  for  paying  cliams  from  90  days  to  10  days. 
Michigan's  third  party  liability  system  has  identi- 
fied about  140,000  Medicaid  beneficiaries  who 
might  have  other  health  insurance  coverage. 
Georgia's  system  for  tape-to-tape  formatting  allows 


them  to  increase  processing  speed,  reduce  errors 
and,  according  to  folks  in  Georgia,  save  over  $5.5 
million,  almost  2  percent  of  their  program  costs. 

The  Medicaid  Directors'  annual  conference  has 
given  a  good  opportunity  to  share  experiences — 
successes  and  problems — so  that  State  managers 
can  go  home  with  new  knowledge,  refreshed 
commitment. 

And  like  any  other  organization,  we  at  HCFA 
must  be  sure  that  we  are  in  the  best  position 
possible  to  benefit  from  these  solutions.  I  would 
like  to  share  with  States  what  steps  we  are  taking  at 
HCFA  to  assure  that  our  responses  to  the 
challenges  that  we  face  are  coordinated  and 
effective. 

Past  Year  Actions 

We  have  taken  some  steps  toward  improving  our 
ability  to  measure,  manage  and  control  the  cost, 
quality  and  delivery  of  health  care.  For  example, 
Medicaid  Quality  Control  has  been  expanded  to 
look  at  third  party  recoveries  and  claims  process- 
ing controls  as  well  as  improved  criteria  for 
measuring  eligibility  errors.  Eligibility  error  toler- 
ances have  been  set  and  the  fiscal  disallowance 
regulation  published. 

System  for  Hospital  Uniform  Reporting 
(SHUR)  regulations  for  uniform  reporting  have 
been  proposed.  We  are  concerned  about  complexi- 
ty and  paperwork,  but  we  must  be  able  to  respond 
to  Congress  about  comparative  costs  of  meals  or 
X-rays  in  hospitals,  and  have  good  comparative 
data  to  use  in  setting  payment  rates.  System  for 
Hospital  Uniform  Reporting  will  enable  us  to  do 
this.  The  bill  payment  systems  test  (BPST)  has 
been  installed  in  nine  States  and  six  more  are 
scheduled  this  year. 

As  part  of  HEW's  second  opinion  effort,  a 
nationwide  telephone  referral  service  to  help 
patients  locate  physicians  for  second  opinions  has 
been  initiated.  We  have  surveyed  the  status  of  all 
53  Medicaid  programs'  policies  on  second  opinions 
and  public  information  campaigns  are  well  under- 
way. 

In  1978  and  early  1979,  the  Maximum  Allowable 
Cost  (MAC)  program  moved  forward  with  the 
establishment  of  21  new  MAC  limits  on  drugs, 
producing  an  estimated  savings  of  $10.5  million 
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per  year.  In  addition,  the  Pharmaceutical  Reim- 
bursement Board  recently  announced  its  intent  to 
consider  MAC  limits  on  17  of  these  drugs  which 
could  produce  an  additional  S3. 2  million  savings 
per  year.  The  Board  is  also  in  the  final  process  of 
establishing  MAC  limits  on  other  proposed  drugs, 
yielding  an  additional  $2.8  million  in  savings  per 
year. 

The  MAC  program  can  be  credited  not  only 
with  the  savings  of  Federal  dollars,  but  also  with 
lowering  the  cost  of  certain  drug  products  for  all 
Americans.  For  example,  Eli  Lilly  voluntarily 
reduced  the  price  of  V-Cillin  K  to  the  established 
penicillin  VK.  MAC  levels.  Beecham  Laboratories 
has  reduced  the  price  of  its  amoxocillin  products  to 
below  the  proposed  MAC  levels.  In  fact,  after  the 
MAC  process  began,  we  saw  significant  reduction 
in  the  prices  of  six  drug  products  included  within 
MAC. 

Coming  Actions 

Separate  physical  locations  and  frequently 
duplicative  organizational  structures  have  been 
serious  stumbling  blocks  to  more  effective  manage- 
ment of  both  Medicaid  and  Medicare. 

The  recent  reorganization  of  HCFA  will 
improve  our  service  to  you  and  the  public  by: 

1.  creating  an  Office  of  Intergovernmental 
Affairs; 

2.  consolidating  common  functions  such  as 
policy,  operations,  and  fiscal  management,  so 
that  program  changes  and  management 
improvements  will  impact  both  programs  in  a 
systematic  way  and  establish  a  more 
smoothly  operating,  problem-focused 
interface — between  the  two  programs,  and 
between  the  States  and  the  Federal  govern- 
ment; 

3.  improving  communication  to  assure  more 
timely  response  to  your  requests  on  policy 
questions,  program  issues  and  operating 
problems;  and 

4.  integrating  systems  functions  to  facilitate  the 
exchange  of  claims  processing  technology 
between  Medicare  and  Medicaid,  and  bring- 
ing about  improved  capability  to  process  and 
exchange  data  for  paying  crossover  claims. 

Integration  of  Medicare  and  Medicaid 

Reorganization  is  a  tool,  not  a  solution,  for 
improving  the  management  of  Medicare  and 
Medicaid.  It  should  make  the  job  easier,  but  much 


work  remains  to  be  done. 

Through  our  integration  projects  the  research  is 
done  and  the  groundwork  laid — now  we  are  ready 
to  make  some  changes.  These  are  some  of  the  areas 
we  are  focusing  on: 

common  physician  claims  form; 

expanding  common  audit  for  hospitals; 

improved  data  and  systems  for  processing 

crossover  claims; 

common  medical  procedure  terminology;  and 
guides  for  a  single  definition  of  skilled  care  in 
SNFs. 

We  expect  those  changes  to  improve  the 
programs — quality  and  accountability — and  to 
improve  HCFA's  service  to  you. 

CHAP  Proposal 

Our  new  Child  Health  Assurance  Program 
(CHAP)  proposal  builds  on  earlier  legislation  and 
State  experience  in  providing  health  care  to  needy 
children,  to  make  some  specific  improvements.  It 
re-directs  CHAP  toward  the  objective  of  getting 
children  into  ongoing  sources  of  care,  with 
screening  or  assessment  recognized  as  a  necessary 
substitute,  if  that  care  is  not  available.  It  provides 
reimbursement  incentives  to  providers  to  partici- 
pate as  sources  of  that  ongoing  care  and  establishes 
a  financing  structure  which  integrates  fiscal  relief, 
bonuses  and  penalties,  into  one  performance- 
oriented  system.  Finally,  it  establishes  minimum 
income  levels  for  eligibility  for  all  children  and 
mandates  coverage  of  certain  benefits  for  all  chil- 
dren. 

Performance  Standards 

Our  child  health  strategy  is  one  example  of  our 
commitment  to  reorient  ourselves  to  concentrate 
on  performance  instead  of  process.  We  are 
proposing  new  performance  standards  for  CHAP, 
based  on  the  percentage  of  children  enrolled  in 
Medicaid  who  are  receiving  services.  Higher 
performance  value  is  given  for  programs  that  get 
more  children  under  the  ongoing  care  of  a  primary 
provider. 

Other  program  areas,  too,  urgently  need  that 
kind  of  reorientation  from  HCFA,  particularly  the 
Medicaid  Management  Information  System 
(MMIS).  A  special  HCFA-MMIS  Steering 
Commitee  is  taking  a  fresh  look  at  MMIS  as  a 
management  control  tool,  not  just  a  mechanism  for 
paying  claims. 
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There  are  some  basic  process-oriented  perfor- 
mance measures  important  for  evaluating  MMIS, 
such  as  standards  for  timely  and  accurate  claims 
payment.  Timely  and  accurate  claims  payment  is, 
after  all,  the  core  function  of  MMIS,  and  90/75 
percent  Federal  funding  will  go  only  to  State 
systems  that  accomplish  those  objectives. 

What's  really  important  is  not  process,  but  the 
impact  our  management  systems  have  on  the 
program.  We'll  make  changes  as  necessary  to 
achieve  good  systems  and  good  standards  for  those 
systems,  so  we  can  be  sure  that  more  timely  claims 
payment  has  resulted  in  increased  provider 
satisfaction  and  enrollment;  systems  and  policies 
for  third  party  liability  recovery  are  really  cost 
effective;  data  requirements  for  eligibility  files 
result  in  reduced  errors;  and  our  SURS  and 
MARS  reports  tell  us  what  we  need  to  know  and 
can  be  used  for  identifying  day-to-day  and  trend 
problems. 

We  already  have  in  place  some  good  specifica- 
tions for  claims  processing  screens,  some  good  data 
reporting  modules  for  individual  States,  and  good 
capability  to  produce  other  data  profiles  that  we 
need.  But  we  need  to  define  our  requirements  more 
clearly,  make  refinements  to  our  systems,  and  learn 
to  use  the  information  we  get,  for  better  program 
control  and  decision  making.  We  need  to  build  a 
better  interface  between  our  data  systems  and  State 
§17  units,  so  the  Medicaid  Surveillance  and 
Utilization  Review  function  produces  edit  referral 
reports  for  cost  effective  fraud  and  abuse  actions. 
We  need  to  get  better  aggregate  data  about 
Medicaid — about  where  the  money  is  going,  where 
it's  likely  to  go  next  year,  and  why. 

So  we're  going  to  be  giving  a  lot  of  attention  this 
year  to  improved  standards  for  Medicaid  informa- 
tion systems.  But  performance  measures  won't 
work  without  input  from  the  Medicaid  managers — 
it's  State  performance  that  counts.  The  MMIS 
National  Technical  Advisory  Group  (NTAG), 
which  includes  representatives  from  eight  States, 
the  Medicaid  Directors'  Council  and  the  American 
Public  Welfare  Association  (APWA)  was  formed 
in  Albuquerque  in  January.  Paul  Allen,  from 
Michigan,  represents  NTAG  on  the  HCFA-MMIS 
Steering  Committee.  Improved  MMIS  perfor- 
mance standards  are  the  top  priority  for  the 
Steering  Committee  and  the  NTAG.  We  will  listen 
to,  and  heed,  the  advice  from  the  NTAG. 


Other  Program  Areas 
Performance  Measures 

We  are  also  working  on  the  effectiveness  of 
EOMB's  in  efficient  fraud  control,  cost  effective 
recovery  of  third  party  health  benefits,  provider 
participation,  effective  use  of  MAC  drug  reimbur- 
sement limits,  and  evaluating  new  QC  program 
policies  to  weed  out  "unreal"  errors  such  as  wrong 
addresses  or  misspelled  names  on  claims.  The 
HCFA  Regional  Office  QC  chiefs  met  the  first 
week  in  April  to  plan  for  quick  action  on  this. 

In  all  these  areas,  our  thrust  will  be  to  develop 
and  use  performance  measures  that  tell  us 
something  about  the  quality  of  our  joint 
management — not  just  how  well  States  satisfy 
arbitrary  Federal  process  requirements. 

Accountability 

Having  set  standards,  we  will  rigorously  monitor 
their  implementation  and  take  whatever  measures 
are  called  for  when  States  are  found  wanting.  The 
Secretary  signed  the  MQC  fiscal  disallowance 
regulation  in  March.  The  new  QC  program  will 
give  us  better  data  regarding  eligibility  errors  and, 
for  the  first  time,  comparative  nationwide  data 
about  claims  processing  errors  and  third  party 
benefit  recoveries.  The  new  regulation  defines  the 
parameters  we'll  use  to  hold  States  accountable  for 
reductions  in  those  error  rates.  Those  parameters 
are  different  from  the  original,  stronger  position 
expected  of  us  by  the  Congress.  States  had  a  voice; 
these  criteria  are  reasonable  and  we  will  and  must 
enforce  them.  We  must  work  together  to  reduce  the 
amount  of  misspent  money  in  Medicaid — $265 
million  this  year,  $545  million  next  year.  You  and  I 
will  be  held  accountable  by  the  Congress.  The 
Secretary  will  soon  get  for  signature  final  regula- 
tions, effective  October  1,  which  clarify  Federal 
statutory  requirements  for  informing  newly  eligible 
families  about  EPSDT,  providing  services  on  a 
timely  basis,  and  periodic  re-screening  of  eligible 
children.  Through  the  Institute  for  Medicaid 
Management  (IMM)  workshops  will  be  held  for 
States  (following  signature  of  the  regulations)  to 
explain  these  requirements  and  share  ideas  for 
improved  performance;  HCFA  will  track  and 
evaluate  State  performance  in  these  areas. 

The  Office  of  Program  Integrity  has  been 
conducting  reviews  of  documentation  supporting 
States'  Federal  matching  claims  for  abortion  and 
sterilization  services.  We  are  finding  many  differ- 
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ences  between  State  statistical  reports  and  other 
documentation  on  the  number  of  abortions. 
Abortions  and  sterilizations  are  extremely  sensitive 
issues — we  are  depending  on  your  reports  to 
accurately  reflect  services  provided  and  payments 
made. 


Assistance  to  States 

We  share  with  States  the  challenge  of  improved 
performance  and  the  responsibility  to  be  held 
accountable  for  our  actions.  HCFA  is  committed 
to  helping  States.  But  we  have  too  long  failed  to 
focus  our  technical  assistance  efforts  on  effective 
corrective  actions  and  we  have  not  held  ourselves 
accountable  for  their  success  or  failure  in  meeting 
State  needs.  We  must  assure  that  whatever 
assistance  HCFA  provides  is  focused  on  priority 
problems.  (We  will  do  more  to  research  needs  and 
solicit  State  input.)  Our  assistance  efforts  must 
maximize  utilization  of  our  resources,  so  that 
appropriate,  highest  quality  assistance  is  focused 
on  each  problem,  and  recognize  our  responsibility 
to  identify  and  solve  management  problems  caused 
by  complex  Federal  policies,  arbitrary  Federal 
requirements,  or  inefficient  Federal  data  exchange 
services  to  States.  HCFA's  technical  assistance 
must  be  subject  to  the  same  level  of  monitoring, 
evaluation  and  accountability  we  require  of  the 
States.  The  new  HCFA  organization  will  include 
this,  commitment  to  a  cohesive  problem-focused 
strategy  for  assuring  our  technical  assistance 
efforts  contribute  to  successful  corrective  actions. 

We'll  also  help  you  achieve  the  potential  of 
MMIS  through  simplified  requirements,  special- 
ized technical  assistance,  promoting  State-to-State 
sharing  of  expertise  and  experience  (through  the 
Institute  for  Medicaid  Management),  and  by 
working  on  refinements  and  enhancements  to  the 
system  design  for  managing  third  party  liability, 
child  health,  and  fraud  and  abuse  referrals. 


HCFA  Policy 

One  of  the  most  helpful  things  we  can  do  is 
revise  and  simplify  some  of  the  Federal  regulations 
and  policies  that  are  hard  to  understand  and  often 
harder  to  administer. 

Federal  policies  must  be  germane  to  the 
significant  issues  of  managing  Medicaid  and 
providing  quality  care,  responsive  to  the  need  for 
flexibility  in  policy  that  governs  administration, 
while  consistent  in  interpretation  and  enforcement 
over  time  and  across  State  lines,  and  understanda- 
ble, in  format,  language  and  intent. 

1  think  clear  regulations  and  simplified  proce- 
dures are  a  critical  part  of  good  management.  The 
States  have  to  know  what  it  is  that  we  want.  And, 
to  the  degree  we  can  understand  laws  enacted  by 
Congress,  we  will  try  to  communicate  clearly. 

Development  of  regulations  is  a  public  process. 
State  Medicaid  managers  are  participants,  as 
individuals  and  as  representatives  of  agencies 
responsible  for  influencing  and  implementing 
public  policy.  One  of  the  things  that  has  been 
extremely  disappointing  to  me  is  the  lack  of  input 
we  receive  on  some  very  important  regulation 
proposals. 

If  the  States  want  to  leave  it  up  to  us,  we'll  write 
regulations  all  alone.  But  my  own  experience  in 
State  government,  and  contacts  I've  had  with 
States  convinces  me  that  they  would  much  rather 
participate.  So,  they  should.  We  will  review, 
seriously  consider  and  respond  to  State  comments 
and  concerns.  We  at  HCFA  know  that  we  can  and 
must  work  with  and  for  the  States  to  achieve  and 
strengthen  the  potential  of  the  Medicaid  program. 

All  of  us,  Federal  and  State  managers,  are 
committed  to  the  Medicaid  program  and  the 
people  it  serves.  Our  successful  management  of  this 
program,  will  help  to  improve  the  lives  of  the  aged, 
the  poor  and  the  disabled.  Our  chances  of 
achieving  that  success  together  is  so  much  greater 
that  it  is  imperative  we  move  in  that  direction. 
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NURSING  HOMES  WITHOUT  WALLS  IN  NEW  YORK  STATE 


by  CONSTANCE  RHOADS-WARDEN 
and  JACK  KNOWLTON 

Introduction 

On  August  11,  1977,  New  York's  Governor 
Hugh  Carey  signed  legislation  establishing  a  new 
program  for  Medicaid  patients — the  Long  Term 
Home  Health  Care  Program.  This  program  is 
designed  to  provide  individuals  who  need  high  lev- 
els of  medical  care  with  an  alternative  to  place- 
ment in  a  skilled  nursing  or  intermediate  care 
facility.  Described  as  the  "nursing  homes  without 
walls"  program  by  its  legislative  sponsor,  State 
Senator  Tarky  Lombardi,  the  program  has 
attracted  considerable  interest  on  the  part  of  the 
Federal  government  and  other  States.  This  article 
discusses  some  of  the  background  which  led  to  the 
legislation,  describes  the  program,  and  reports  on 
the  status  of  its  implementation. 

The  Problem 

In  1900,  only  about  four  percent  of  the  nation's 
total  population  was  elderly  (aged  65  or  older). 
This  proportion  now  stands  at  around  10  percent, 
and  it  is  projected  that,  by  the  year  2000,  12.5 
percent  (30.6  million  people)  will  be  65  years  of  age 
or  older.1  New  York  has  the  largest  group  of 
elderly  in  the  nation,  representing  9.8  percent  of 
the  total  older  American  population.  The  incre- 
ment in  the  number  of  elderly  in  the  State  has  been 
marked.  While  in  1900  there  were  only  350,000 
New  York  State  residents  aged  65  or  older, 
presently  almost  two  million  people  (10.8%  of  the 
State's  population)  fit  into  this  age  category;2 
projections  for  1990  forecast  a  continuing  increase 
to  2,235,667.3 

Chronic  disabling  conditions  occur  much  more 
frequently  among  the  elderly  than  among  younger 
age  groups.  Nationally,  estimates  of  the  percent 
elderly  who  are  functionally  disabled*  range  from 
1 1.8  percent4  to  43  percent5  (compared  to  only  1.2 
to  3.9  percent  of  those  aged  18-64).  Of  these,  over 

*  Functional  impairment  is  defined  as  the  inability  to  handle  at 
least  some  of  the  activities  of  daily  living  without  assistance. 


one  million  are  bed  or  home  bound  and  nearly  four 
million  suffer  limited  mobility.6  In  New  York  State 
in  1975  there  were  93,595  people  aged  65  and  older 
in  institutions.  It  is  projected  that  this  number  will 
increase  to  105,908  by  the  year  2000.  In  addition, 
estimates  place  the  number  of  non-institu- 
tionalized functionally  impaired  in  the  State  at 
236,000-336,000. 7 

Income  level  and  the  incidence  of  chronic  illness 
are  strongly  related.  The  poor  elderly  are  twice  as 
likely  to  become  functionally  disabled  as  those  of 
more  comfortable  means.5  In  New  York  State,  47 
percent  of  those  elderly  with  annual  incomes  below 
$2,000  are  incapacitated.  Only  22  percent  of  those 
with  incomes  above  $6,000  may  be  classed  in  this 
manner. 

Unlike  acute  illnesses,  which  are  usually  suscep- 
tible to  relatively  rapid  treatment  and  resolution, 
chronic  conditions,  by  their  nature,  demand  sup- 
portive care  of  indeterminate  length.  The 
chronically  ill  patient  faces  a  future  in  which  there 
will  be  an  ongoing  need  for  medical  care,  and 
assistance  in  the  activities  of  daily  living.  Even  the 
middle  income,  chronically  ill  patient  may  even- 
tually join  the  poor  elderly  and  disabled  in  turning 
to  Medicaid  for  payment  of  medical  expenses. 

Nationally,  in  1975,  the  combined  Federal,  State 
and  local  Medicaid  payment  for  long  term  care  of 
the  elderly  and  disabled  was  $5.8  billion  of  which 
$3.1  billion  (56  percent)  was  Federal  funds.  Projec- 
tions for  1980  indicate  that  Federal  spending  for 
long  term  care  will  reach  $7.2-$7.6  billion.4 
Medicaid  payments  for  long  term  care  were  $898.8 
million  in  1975-76  in  New  York  State,  a  large 
portion  of  total  State  Medicaid  payments  for  long 
term  care  in  the  nation.  Hence,  the  national 
problems  related  to  the  aging  population  are 
magnified  in  New  York  State. 

Long  Term  Care  Options 

Alternatives  for  the  elderly  or  disabled  patient  in 
need  of  long  term  care  range  from  institutionaliza- 
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tion  in  a  skilled  nursing  facility  (SNF)  or  in- 
termediate care  facility  (ICF),  through  living  with 
family  or  friends  (who  in  conjunction  with  health- 
related  personnel  provide  necessary  supportive 
services),  to  living  alone  and  sifting  through  the 
morass  of  alternative  health  and  social  support 
systems  that  may  or  may  not  exist  in  the  com- 
munity. 

Most  elderly  persons  prefer  to  remain  in  their 
own  home-setting  rather  than  enter  an  institution. 
About  85  percent  of  the  elderly  would  maintain 
their  independence  if  given  the  choice.8  When 
functional  impairment  is  severe  enough  that  sup- 
port systems  are  necessary,  residence  with  relatives 
or  friends  is  an  obvious  and  traditional  alternative. 
However,  the  demise  of  the  extended  family  system 
in  the  nation  may  insure  that  this  course  is  not  a 
viable  option.  Furthermore,  the  entrance  of 
women  into  the  work  force  has  increased  the 
possibility  that  there  will  be  no  one  at  home  to  care 
for  the  patient.  Even  if  a  family  decides  to  opt  for 
caring  for  an  aged  relative,  the  outcome  may  be 
negative.  A  lack  of  external  support  systems,  and 
the  emotional  and  financial  strain  placed  on  family 
members  attempting  to  care  for  an  elderly  patient 
may  make  this  only  a  temporary  solution. 

Institutionalization  serves  as  the  third  option  for 
the  chronically  ill,  disabled  patient.  The  nursing 
home  industry  has  grown  in  recent  years,  at  the 
expense  of  other  forms  of  long  term  care.  It  is  the 
only  provider  of  this  type  of  services  in  which 
estimated  supply  exceeds  estimated  demand; 
currently  about  five  percent  of  the  elderly  popula- 
tion reside  in  approximately  24,000  homes  for 
the  aged  and  dependent.9  Inappropriate  insti- 
tutionalization may  account  for  a  significant  and 
costly  number  of  these  persons.4  In  New  York 
State  alone  there  are  67,502  SNF  and  26,215  ICF 
beds,  with  projected  1978  Medicaid  costs  of  $49.46 
and  $31.47  respectively  per  day. 

Public  programs  disproportionately  provide 
financial  support  for  care  in  nursing  homes.  The 
Federal  government  invested  $3.2  billion  in  all  long 
term  care  services  during  1976.  Of  this  $3.1  billion 
was  allocated  to  institutional  care.10  Projections 
for  1980  estimate  that  Federal  Medicaid  outlays 
will  total  $5.8~$5.9  billion,  with  $5.7  billion  of  this 
going  to  institutional  care.  State  and  local 
Medicaid  spending  breaks  down  in  a  similar 
fashion.  Of  the  $898.8  million  spent  on  long  term 
care  by  this  State  in  1975-76,  only  $137.8  million 
went  for  home  care  services.7 


The  Need  for  Alternatives  to 
Institutionalization 

Thus  a  variety  of  forces  pushes  the  functionally 
disabled  patient  toward  institutionalization. 
Federal,  State  and  local  programs  selectively  sup- 
port this  type  of  care.  Cultural  trends  (in  par- 
ticular, the  breakdown  of  the  extended  family 
concept  and  the  emergence  of  the  working  woman) 
make  the  option  of  living  with  family  difficult,  if 
not  impossible. 

And  yet,  the  elderly  dread  entrance  into  a  nurs- 
ing home  because  it  is  perceived  as  the  final  step 
on  the  path  to  death.  Transfer  into  the  institution 
may  be  traumatic  in  terms  of  psychological 
changes,  physical  changes,"  and  increased  mor- 
tality.12 Even  simple  relocation  to  a  new  building, 
or  room  within  the  same  institution  can  produce 
increased  stress  in  the  elderly,  with  a  consequent 
rise  in  the  mortality  rate.  If  less  costly  alternatives 
to  institutionalization  were  readily  available  and 
accessible,  it  is  most  likely  that  the  majority  of 
chronically  ill  and  disabled  patients  would  choose 
them. 

Other  factors  indicate  a  need  for  long  term  care 
options.  Many  patients  in  SNFs  and  ICFs  are  inap- 
propriately placed,  i.e.,  they  do  not  require  the 
level  of  care  currently  being  provided  and,  in  some 
cases,  could  maintain  a  semi-independent  life  in  the 
community,  if  appropriate  medical  and  social 
supports  were  provided.  Estimates  of  the  rate  of 
inappropriate  institutionalization  are  varied. 
Overall,  the  Congressional  Budget  Office4  conser- 
vatively projects  that  10  to  20  percent  of  SNF 
patients  and  20  to  40  percent  of  ICF  patients 
require  a  lower  level  of  care  than  they  are  presently 
receiving. 

Moreover,  large  amounts  of  money  are  un- 
necessarily directed  toward  maintaining  patients 
backed  up  in  hospitals,  awaiting  placement  in 
nursing  homes.  A  New  York  State  telephone  sur- 
vey conducted  in  May,  1977  revealed  that  ap- 
proximately 2,200  hospital  beds  across  the  State 
were  being  occupied  by  Medicaid  patients  needing 
alternate  care  arrangements,  at  an  average  cost  per 
day  of  $184.34.  A  year  later,  in  March,  1978,  this 
number  had  grown  to  3,446. 

If  a  comprehensive  long  term  home  care 
program  existed,  many  inappropriately  in- 
stitutionalized patients  undoubtedly  could  return 
to  their  home  setting.  This  would  free  SNF  and 
ICF  beds  for  hospitalized  patients  awaiting  less 
costly  nursing  home  care.  Presumably,  some  of  this 
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latter  group  would  also  be  capable  of  home  living, 
if  appropriate  services  were  available.  Reduction  in 
the  number  of  inappropriately  occupied  hospital 
beds  and  a  consequent  reduction  in  cost  for 
Medicaid  would  occur,  if  such  alternatives  existed. 

Fragmented  Funding  and  Lack 
of  Coordination 

Federal  reimbursement  for  home  services  flows 
from  a  number  of  different  programs  under  Titles 
XVIII,  XIX  and  XX  of  the  Social  Security  Act, 
and  Titles  III  and  VII  of  the  Older  Americans  Act. 
Each  has  its  own  definition  of  the  population 
served,  program  eligibility,  and  amount,  duration 
and  scope  of  services.  In  addition,  reimbursement 
methods  differ.  However,  despite  the  differences 
between  these  programs,  certain  of  the  services 
under  each  separate  Title  are  necessary  for  home 
support.  No  individual  program  provides  the  full 
range  of  services  needed  to  maintain  the  func- 
tionally impaired  patient  on  a  long  term  basis  in  a 
non-institutional  setting.  While  attempts  have  been 
made  to  bring  the  elements  of  these  programs 
together  in  a  unified  Federal  policy  on  long  term 
care,  HEW  officials  generally  concede  that  the 
programs  as  they  stand,  "defy  coordination."13 

Medicare  (Title  XVIII)  and  Medicaid  (Title 
XIX)  both  provide  home  health  services.  The 
emphasis  in  Medicare  is  on  the  provision  of  skilled 
care,  with  little  attention  given  to  the  social  sup- 
ports necessary  for  home  maintenance,  aside  from 
medical-social  services  (patient-family  counseling). 
Since  1970,  home  health  care  has  been  a  required 
service  under  Medicaid.  Unlike  Medicare, 
Medicaid  does  not  require  prior  hospitalization  or 
the  need  for  skilled  nursing  care.  However, 
medical-social  services  are  not  included  in  this 
coverage.  Both  programs  cover  a  large  proportion 
of  medical  and  health  related  services,  but  ignore 
such  additional,  necessary  social  supports  as 
transportation,  social  day  care  and  nutrition. 
Title  XX  offers  a  variety  of  home-based  services, 
including  homemakers  and  personal  care.  Titles  III 
and  VII  of  the  Older  Americans  Act  provide 
additional  health  related  services,  including  health 
education,  home  repairs  and  meals,  either  in  home 
or  in  congregate  settings. 

This  fragmentation  of  services  and  lack  of  coor- 
dination impacts  at  the  community  level,  where 
very  often  a  patient  who  could  be  maintained  at 


home  is  institutionalized  because  of  the  almost 
Herculean  effort  involved  in  devising  a  plan  of 
home  care  and  bringing  together  all  of  the  separate 
services  provided  through  different  programs  and 
by  different  organizations.  Only  rarely  does  a  local 
mechanism  exist  for  coordinating  these  services.  In 
addition,  certain  services  are  simply  not  covered; 
respite  care,  transportation  for  social  functions, 
and  24  hour  telephone  backup  service.  The  1977 
Comptroller  General's  Report  to  the  Congress  on 
Home  Health  Care  13  recommends  a  unified  na- 
tional policy  on  home  health  care  promoting  ".  .  . 
the  establishment  of  a  comprehensive  single  entry 
system  .  .  ." 

Relative  Costs  of  Home  Health  Care 
and  Institutional  Care 

There  is  some  basis  for  believing  that  home 
health  care  is  less  costly  than  institutional  care  for 
all  but  the  most  severely  impaired  patients.  Al- 
though many  of  the  studies  in  this  area  are 
methodologically  weak,  taken  together,  the  find- 
ings suggest  that  home  care  programs  promote  a 
cost-containment  goal  as  well  as  a  better  care  plan 
for  the  patient. 

A  recent  GAO  study13  categorized  1,609  elderly 
people  into  seven  impairment  levels,  and  assessed 
service  costs  at  each  level.  Not  surprisingly,  the 
GAO  found  that  there  is  a  direct  relationship 
between  the  degree  of  impairment  and  the  number 
and  type  of  services  received.  Furthermore,  sup- 
port by  family  and  friends  proved  to  be  in- 
creasingly important  as  the  level  of  impairment 
rose.  At  all  levels,  over  50%  of  the  required  services 
were  provided  by  family  and  friends.  For  all  but 
the  most  severely  impaired,  maintaining  the  patient 
at  home  costs  less  than  in  a  local  nursing  home. 
Using  GAO  calculations,  only  about  10  percent  of 
the  non-institutionalized  elderly  fall  into  the  cate- 
gory where  total  cost  of  home  services  exceeds 
institutional  costs. 

Other  studies  support  the  hypothesis  that  home 
care  is  less  expensive  than  institutional  care  for 
most  of  the  chronically  ill  elderly  and  disabled.1418 
This  information,  paired  with  the  assumption  that 
the  elderly  prefer  to  remain  in  their  own  homes, 
suggests  that  a  search  for  the  best  and  most 
efficient  delivery  system  for  providing  home-based 
care  be  given  high  priority.  Such  a  system  would 
meet  both  cost  containment  and  humanitarian 
goals. 
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The  New  York  State  Long  Term  Home 
Health  Care  Program  (LTHHCP) 

New  York  State  has  been  a  forerunner  in 
promoting  home  health  care  and  has  the  most  fully 
developed  Medicaid  home  health  program  in  the 
nation.  This  is  reflected  by  the  fact  that  in  1975,  70 
percent  of  the  nationwide  Medicaid  payments  for 
home  health  care  were  made  in  New  York  State. 
However,  the  traditional  home  health  care  system 
has  been  fraught  with  problems.  In  an  attempt  to 
cope  with  fragmentation  and  lack  of  coordination 
and  inaccessibility  of  services,  inappropriate  in- 
stitutionalization and  backed  up  hospital  beds,  and 
to  promote  cost  containment,  the  New  York  State 
legislature  approved  creation  of  a  new  long  term 
home  health  care  program,  effective  April  1,  1978. 
As  previously  mentioned,  that  legislation,  Chapter 
895  of  the  Laws  of  1977,  was  developed  by  Senator 
Tarky  Lombardi,  Chairman  of  the  Senate  Health 
Committee,  and  a  nationally  recognized  advocate 
of  home  health  care. 

The  evident  growing  need  for  long  term  care  on 
the  part  of  State  residents  and  associated  escalating 
costs  provided  the  impetus  for  this  legislation.  As 
stated,  the  number  of  elderly  in  New  York  is  rising, 
with  concentration  of  this  age  group  in  central 
cities,  older  suburbs,  and  rural  counties  through- 
out the  State.  Accordingly,  the  need  for  develop- 
ment of  these  services  is  Statewide.  This  legislation 
represents  a  commitment  on  the  part  of  the  State 
to  provide  high  quality  home  care  services  to  the 
Medicaid  population  as  an  alternative  to  place- 
ment in  either  SNFs  or  ICFs. 

Population  Served 

The  population  to  be  served  will  be  Medicaid- 
eligible  individuals  who  meet  the  medical  criteria 
for  skilled  nursing  or  intermediate  care,  as  deter- 
mined by  a  uniform  assessment  tool  in  use 
throughout  the  State.  The  potential  users  of 
LTHHCPs  must  indicate  their  desire  to  receive  the 
services,  have  their  personal  physician's  approval 
for  home  care,  and  be  assessed  for  their  care  needs 
by  a  registered  nurse  and  a  representative  from  the 
local  social  services  district.  A  plan  of  care  is 
developed  for  each  individual  based  on  this  assess- 
ment. A  further  criterion  for  inclusion  in  the 
program  is  that  the  estimated  monthly  budget  for 
the  recipient's  care  must  not  exceed  75  percent  of 
the  average  monthly  rate  payable  for  the  com- 


parable level  of  institutional  care  in  that  social 
services  district,  if  the  patient  were  in  a  nursing 
home. 

Providers 

Potential  providers  of  LTHHCPs  may  be 
currently  certified  home  health  agencies,  public  or 
voluntary  hospitals,  and  public  or  voluntary  SNFs 
or  ICFs.  None  of  these  organizations  may  provide 
LTHHCPs  without  written  authorization  of  the 
State  Health  Commissioner.  Some  certified  home 
health  agencies  may  be  authorized  to  provide 
LTHHCPs  as  well  as  the  traditional  kind  of  home 
health  care  services  they  are  now  providing.  In 
addition,  voluntary  SNFs,  ICFs  and  county  infir- 
maries may  be  authorized  to  provide  LTHHCPs  as 
well  as  institutional  care. 

Services 

LTHHCP  services  may  be  provided  in  a  person's 
own  home  or  that  of  a  responsible  relative,  but  not 
in  a  private  proprietary  home  for  adults,  private 
proprietary  convalescent  home,  residence  for 
adults,  or  public  home.  An  LTHHCP  must  include 
nursing  and  home  health  aide  services,  medical 
supplies,  equipment  and  appliances,  and  at  least 
one  therapeutic  service.  In  addition,  an  LTHHCP 
must  make  available  (either  directly  or  by  con- 
tract), other  therapeutic  and  related  services  (e.g., 
physical  therapy,  speech  therapy,  occupational 
therapy,  personal  care  services,  homemaker  and 
housekeeper  services). 

In  order  to  cover  services  not  currently  reim- 
bursed under  Medicaid,  but  which  are  necessary 
for  maintaining  functionally  impaired  patients  at 
home,  the  New  York  State  Department  of  Social 
Services  requested  an  HEW  waiver  under  Section 
1115  of  the  Social  Security  Act.  This  request  was 
approved,  permitting  the  provision  of  ten  ad- 
ditional services  to  Title  XIX  recipients,  when 
consistent  with  their  physician  approved  plan  of 
care.  These  services  are  related  to  environmental, 
medical,  and  social/ psychological  needs  and  are 
briefly  discussed  below. 

Environmental  Services:  Home  maintenance 
tasks,  housing  improvement  and  moving  assistance 
services  are  designed  to  allow  the  patient  to  reside 
in  circumstances  which  promote  optimal  health 
and  which  take  into  account  the  particular  dis- 
abilities of  the  individual.  Where  necessary,  such 
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household  chores  as  heavy  cleaning  and  snow 
removal  will  be  performed.  Housing  improvement 
includes  such  services  as  widening  of  doorways  and 
installation  of  ramps  and  hand  rails,  but  not 
general  house  repairs.  The  third  service  permits 
relocation  of  the  patient  to  a  new  residence,  if 
necessary.  These  three  services  are  included  in  the 
program  to  make  possible  non-institutional  care 
where  the  patient's  residence  would  otherwise 
preclude  it. 

Medical  Services:  Nutrition  counseling/educa- 
tional services  and  respiratory  therapy  are  con- 
sidered essential  to  the  maintenance  of  the  patient 
at  home.  Aged,  chronically  ill  patients  are  often  at 
risk  because  of  nutritional  deficiencies  associated 
with  disability  factors  and  socioeconomic  con- 
ditions. Nutritional  counseling  is  not  only  a  part  of 
the  treatment  offered  to  patients  but  is  an  essential 
element  in  disease  prevention.  In  addition,  the 
ability  to  maintain  some  patients  at  home  may 
depend  upon  availability  of  respiratory  therapy. 
The  fact  that  there  is  immediately  available 
assistance  for  breathing  may  be  a  major  source  of 
reassurance  for  the  patient  and  family,  and  a  key 
factor  in  preventing  unnecessary  institutionaliza- 
tion. 

Social/ Psychological  Services:  Medical/ social 
services,  respite  care  services,  transportation,  social 
day  care  services  and  congregate  meal  services  fill  a 
gap  in  the  traditional  Title  XIX  home  care 
program  and  promote  the  psychological  and  social 
health  of  both  the  patient  and  family  with  whom 
he/she  may  reside.  Medical-social  services  are 
vital,  since  they  enable  patients  and  families  to  deal 
with  the  impact  of  chronic  illness,  their  own  am- 
bivalence, or  other  reactions  to  the  presence  of  an 
ill  family  member.  Relief  for  family  members 
through  temporary  institutional  or  home  care  servi- 
ces provides  an  incentive  to  families  for  keeping 
their  aged  relatives  in  the  home.  The  other  three 
services  in  this  category  provide  social  stimulation 
to  enhance  the  patient's  quality  of  life.  Time  away 
from  the  home  is  essential,  if  home  is  not  to  feel  like 
an  institution  to  the  patient. 

Availability  of  these  additional  services  under 
Title  XIX  may  enable  a  larger  group  of  individuals 
to  benefit  from  the  LTHHCP  because  of  the  very 
adequacy  of  the  services.  This  expansion  on  the 
other  hand,  should  not  increase  overall  Medicaid 
costs,  since  the  75  percent  ceiling  on  individual 
patient  monthly  budgets  will  ensure  that  total  costs 
of  services  remain  lower  than  institutional  costs. 


Coordination  of  Services  and 
Case  Management 

The  services  of  the  program  are  brought  together 
by  a  variety  of  people.  An  LTHHCP  coordinator 
has  overall  responsibility  for  this  function.  In 
addition,  a  caseworker  from  the  local  social  ser- 
vices district  (LDSS)  will  work  closely  with  the 
coordinator  during  patient  assessment  and 
reassessment,  and  will  have  responsibility  for  coor- 
dinating other  social  services  with  the  medical 
services  under  the  plan  of  care.  The  caseworker  will 
also  act  as  liaison  with  other  LDSS  staff  to 
facilitate  the  determination  of  financial  eligibility 
for  Medicaid,  preparation  of  the  monthly  budget, 
and  authorization  for  alternative  methods  of 
providing  care  if  the  patient  becomes  ineligible  for 
the  LTHHCP.  To  the  extent  possible,  this  program 
will  assure  that  the  plan  of  care  fully  reflects  the 
patient's  needs. 

Other  Features  of  the  LTHHCP 

The  New  York  State  program  incorporates 
outreach,  insuring  that  potential  recipients  are 
notified  of  LTHHCP  availability.  Once  a  patient  is 
assessed  as  requiring  SNF  or  ICF  care,  and  if  there 
is  an  authorized  LTHHCP  in  that  district,  the  local 
social  services  official  must  notify  the  person  both 
verbally  and  in  writing  of  the  program's 
availability.  In  addition,  when  there  is  a  request  for 
care  in  a  SNF  or  ICF,  notification  of  the  program's 
availability  must  occur.  New  York  State  Depart- 
ment of  Health  form  DMS-1  is  used  in  determining 
the  level  of  care  for  the  patient.  This  form  yields  a 
predictor  score,  indicating  intensity  of  care  re- 
quired. (See  Figure  I.) 

When  a  Medicaid  eligible  patient  meeting  the 
above  criteria  has  expressed  the  desire  to  remain  at 
home,  and  his  physician  has  agreed  this  can  be 
done  with  the  appropriate  support  services,  a  home 
assessment  is  authorized.  This  assessment  encom- 
passes the  patient's  health  care  needs  as  prescribed 
by  the  physician,  an  evaluation  and  description  by 
an  LTHHCP  registered  nurse  of  how  those  health 
care  needs  can  be  met,  a  determination  by  an 
LDSS  caseworker  of  other  supportive  services 
which  must  be  provided,  and  an  evaluation  of  the 
home  environment  by  both  the  nurse  and  the 
caseworker.  (See  Figure  2.) 

The  home  assessment  is  designed  to  determine 
the  appropriateness  of  that  environment  in  relation 
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Figure  1 


PATIENT  NAME 


FUNCTION  STATUS 


IULU  WITH  OKU/0  AIDS 


TRANSFERRING 


IA  TING/FEEDING 


MENTAL  STATUS 


IMPAIRED  JUDGMENT 


AGITATED  (NIGHTTIME! 


HALLUCINATES 


SEVERE  DEPRESSION  ' 


RESTRAINT  OaDEB 


REGRESSIVE  BEHAVIOR 


OTHER  (SPECIFY) 


IMPAIRMENTS 


COMMUNICATIONS 


SELF 
CARE 


SOME 

HELP 


SOME 
TIMES 


TOTAL 
HELP 


RE  HAS' 

Poten. 


REHAB* 

Poten. 


OTHER  (CONTRACTURES.  ETC. I 


REHAB* 

Poten. 


SPECIFY 


PATIENT   S.S.  NO 


MEDICAL   RECORD  NO. 


SHORT  TERM  REHAB.  THERAPY  PLAN 

(TO  BE  COMPLETED  BY  THERAPIST) 

A.  DESCRIBE  CONDITION    SHORT  TERM  PLAN  OF  ACHIEVEMENT 
(NOT  OX)  NEEDING  TREATMENT  AND  DATE 

INTERVENTION  EVALUATION  t  PROG 

RESS  IN  LAST  2  WEEKS 


B.  CIRCLE  MINIMUM  NUMBER  OF  DAYS/WEEK  OF  SKILLED 
THERAPY  FROM  EACH  OF  THE  FOLLOWING: 
REQUIRES  RECEIVES 


0 

1  2 

3 

a 

5 

6 

7 

PT 

0 

2 

3 

4 

i 

6 

7 

0 

1  2 

3 

< 

5 

6 

7 

OT 

0 

2 

3 

4 

5 

7 

0 

1  2 

3 

« 

5 

6 

7 

SPEECH 

0 

2 

3 

4 

5 

6 

7 

(.         DO  THE  WRITTEN  ORDERS  OF  THE  ATTENDING  PHYSICIAN  AND  PLAN  OF  CARE 
DOCUMENT  THAT  THE  ABOVE  NURSING  AND  THERAPY  ARE  NECESSARY? 

9.   A.  SHOULD  THE  PATIENT  BE  CONSIDERED  FOR  ANOTHER  LEVEL  OF  CARE: 


NO  O  YES  O 

NO  □  YES   □    IF  YES:  WHEN? 


WHAT  LEVEL? 


NO  □  YES  □ 
NO  □  YES  Q 


B.  AS  A  PRACTICAL  MATTER,  COULD  PATIENT  BE  CARED  FOR  AS  AN  OUTPATIENT? 

C.  AS  A  PRACTICAL  MATTER,  COULD  PATIENT  BE  CARED  FOR  UNDER  HOME  CARE? 

IF  YES  TO  ANY  OF  ABOVE.  ATTACH  A  DISCHARGE  PLAN. 
SHOULD  THE  PATIENT/RESIDENT  BE  MEDICALLY  QUALIFIED  FOR  SNF  CARE?      COVEREoQ  QUESTIONABLE  LJ  NON -COVE  RED  LJ 
ADDITIONAL  COMMENTS  ON  PATIENT  CARE  PLAN/REHAB.  POTENTIAI  


12.       I  CERTIFY,  TO  THE  BEST  OF  MY  INFORMATION  AND  BELIEF,  THAT  THE  INFORMATION 

ON  THIS  FORM  IS  A  TRUE  ABSTRACT  OF  THE  PATIENT'S  CONDITION  AND  MEDICAL  RECORD. 

(SIGNATURE  OF  DESIGNATED  RN  AND  TITLE)  DATE  ASSESS.  COMPLETED 

 TO  BE  COMPLETED  BY  U.R.  AGENT  OR  REPRESENTATIVE  UPON  CONTINUED  STAY  REVIEW  

1  3. ADDITIONAL  INFORMATION  BY  U.R.  REPRESENTATIVE  15. U.R.  REPRESENTATIVE  PLACEMENT   

  SIGNATURE    DATE 

16. U.R.  PHYSICIAN:  PLACEMENT   

14.       NEXT  SCHEDULED  REVIEW  DATE    SIGNATURE  — — — — — —  DATE 


•CHECK  THE  BOX  CORRESPONDING  TO  APPROPRIATE  CRITE- 
RION IF  THERE  IS  A  LIKELIHOOD  THAT  THE  PATIENT  WILL 
RESPOND  UNDER  A  COORDINATED  PLAN  OF  RESTORATIVE 
TREATMENT.  (INDICATE  PLAN  IN  ITEM  3  E  OR  1  1). 

••IF  PATIENT  HAS  SEVERE  DEPRESSION,  PSYCHIATRIC  CONSUL- 
TATION SHOULD  BE  OBTAINED. 


•«*  IF  CHECKED  "NON-COVERED",  SNF  PLACEMENT  CANNOT  BE 
APPROVED  BY  MEDICAID. 

A.  ITEMS  1,2,3,  4,  S,  6  SHOULD  BE  COMPLETED  BY  NURSE 

B.  ITEM  7  SHOULD  BE  COMPLETED  BY  THERAPIST. 

C.  ITEMS  t,  9, 10,11,  12  TO  BE  COMPLETED  IN  CONSULTATION 
WITH  THE  HEALTH  TEAM. 


DMS— 1  (1/7  7) 


Figure  1  cont. 


NEW   YORK   STATE   DEPARTMENT  OF  HEALTH 
LONG  TERM  CARE  PLACEMENT  FORM 

MEDICAL  ASSESSMENT  ABSTRACT 
PREDICTOR  SCORE 


C'JR  RENT  PAT  LOCATION 

□  HOSP        D  DCF 

□  SNF  □  HOME  CARE 

D  HRF  D  OTHER 

SPECIFY   


□ 
□ 

ID 
D 
□ 


REASON   FOR  PREPARING 

DISCHARGE/TRANSFER  TO   

ADMISSION  FROM   


REVIEW  FOR  PERIOD  FROM    1 

MEDICAID  REVIEW  □  DEATH 
OTHER,  SPECIFY   


PATIENT  NAME 


LAST 


SEX 

□  male 
Dfemale 


PATIENT  NUMBERS 


MEDICARE  NO. 
MEDICAID  NO 


SOC  SERVICE  DIST.   

MEDICAL  RECORD  NO. 
ROOM  NO.   


PATIENT  DATES 
DATE  OF  BIRTH   


DATE  LATEST  HOSP.  STAY  - 

FROM   

TO   


DATE  THIS  ADMISSION   

RESPONSIBLE  PHYSICIAN 


PROVIDER  INFO 


MEDICAID  NO. 
MEDICARE  NO 


DOES  PATIENT  HAVE  PRIVATE  INSURANCE? 
Q  NO    CH  YES   


MEDICAL  COVERAGE:  PATIENT'S  CONDITION  AND  TREATMENT  REQUIRING  SKILLED  SUPERVISION  (ALL  ITEMS  MUST  BE  COMPLETED) 
1.   A.  DIAGNOSES  OCCASIONING  CURRENT  USE  OF  SERVICES: 


PRIMARY 
OTHER  _ 


OTHER   

OTHER   

B.  NATURE  OF  SURGERY   

C.  IF  PATIENT  HAD  CVA/MI  SPECIFY   

D.  ALLERGIES  OR  SENSITIVITIES,  SPECIFY  . 


DATE 


J.    A        NURSING  CARE  4  TMERAPV 

FREQUENCY 

SEL* 
CARE 

CAN  BE 

T  RAINEC 

(SPECIFY  DETAIL* 
IN  ID,  IE  OR 
ATTACHMENT) 

I 

z 

II 

5 

> 
< 
0 

u 

> 

t  «* 

SI 

z 

YES 

NO 

v£S 

NO 

PARENTERAL  MEDS 

INHALATION  TREATMENT 

OXVCEN 

SUCTIONING 

ASEPTIC  DRf-SSlNC 

LESION  IRRIGATION 

CATH/TLrBE  IRRIGATION 

OSTOMY  CARE 

parenteral  Fluids 

tube  feedings 

•OwEu/RLADOER  rehar. 

•EOSORE  TREATMENT 

2.   LIST  SIGNIFICANT  MEDS/INJECTIONS. 

(FOR  PARENTERAL  MEDS  ALSO  CHECK  ITEM  3A) 

MED  DOSE        FREQUENCY  R 


OTHER  IQESCWISE) 


3.  D.  Is  the  patient's  condition  unstable  so  that  an  R.N.  must  detect/evaluate  need  for 
modifications  of  treatment/care  on  a  daily  basis? 

NO    □  YES  □ 

If  yes.  describe  instability  and  specific  need  for  nursing  supervision,  vital  signs 
ranges,  lab  values,  symptoms,  etc. 


E.  Is  there  high  probability  that  complications  would  arise  in  caring  for  the  patient 
without  skilled  nursing  supervision  of  the  treatment  program  on  a  daily  basis? 

NO    □  YES  □ 

If  yes,  describe  (a)  patient's  condition  requiring  skilled  nursing  supervision  (b)  the 
aggregate  of  services  to  be  planned  and  managed  in  the  treatment  program.  Indicate 
services  needed  and  potential  dangers  of  complicating  clinical  factors 


B.  INCONTINENT 

URINE  OFTEN*  Q  SELDOM"  QnCVER  □  FOLEmQ 
STOOL     OFTEN*    Q)  SELDOM"  QnEVER  □ 


C.  DOES  FATtENT  NEED  SPECIAL  CMET?         NO  Q  YES  Q 

IF  YES.  DESCRIBE 


•MORE  THAN  ONCE  A  WEEK  "ONCE  A  WEEK  OR  LESS 


F.  Circle  the  minimum  number  of  days/week  of  complex  skilled  nursing 
supervision: 

REQUIRES  RECEIVES 
0  1  2  3  4  5  6  7 


0  1  2  3  4  5  6  7 


DMS-l  (1/77) 


I  1 


Figure  2 


DEPARTMENT  OF  HEALTH 
OFFICE  OF  HEALTH  SYSTEMS  MANAGEMENT 

HOME  ASSESSMENT  ABSTRACT 

I.  REASON    FOR  PREPARATION 


□ 
□ 
□ 
□ 
□ 
□ 


ADMISSION  TO  LTHHCP 

INITIAL  EVALUATION  FOR  HOME  HEALTH  AIDE 
INITIAL  EVALUATION  FOR  PERSONAL  CARE 


REASSESSMENT  FROM 
LTHHCP  CHHA 


.  TO 


□ 


PERSONAL  CARE 


OTHER.  SPECI  FY 


GENERAL  INSTRUCTIONS: 

THIS  FORM  MUST  BE  COMPLETED  FOR  ALL  LONG  TERM 
HOME  HEALTH  CARE  PROGRAM  PATIENTS  AND  ALL  MEDICIAID 
PATIENTS  RECEIVING  HOME  HEALTH   AIDE  OR  PERSONAL  CARE 
SERVICES.    IT  MAY  BE  COMPLETED  IN  ENTIRETY  BY  EITHER  THE 
SOCIAL  SERVICE  WORKER  OR  REGISTERED  NURSE.  PORTIONS 
AS  INDICATEO  MUST  BE  COMPLETED  BY  RESPECTIVE  PERSONNEL 
FOR  THE  ABOVE  MENTIONED  PURPOSES.  FOR  MORE  INFORMATION, 
SEE  DETAILED  INSTRUCTIONS. 
ABBREVIATIONS: 

CHH  A- CERTIFIED  HOME  HEALTH  AGENCY 
LTHHCP-LONG  TERM  HOME  HEALTH  CARE  PROGRAM 
RN-REGISTERED  NURSE 
SSW-SOCIAL  SERVICE-WORKER 

INSTRUCTION  PAGE  1  : 

TO  BE  COMPLETED  BY  RN-PARTS  1,2,3 

TO  BE  COMPLETED  BY  SSW-PARTS  1,2,3,4.5,6 


2.  PATI  EN  T  NAME 


RES1DEN  T  ADDRESS 


3.  CURRENT  LOCATION  OF  PATIENT 
|        1     HOSP.  1        I       DC  F 

|     SNF  HOME 


□ 


OTHER 
SPECI  FY 


ADDRESS  WHERE  PRESENTLY  RE  SI  DING 


NAME  OF   FACILITY  / ORGANIZATION 


DIRECTIONS  TO  CURRENT  ADDRESS 


SOCIAL  SERVICES  DISTRICT 


FIELD  OFFICE 


4.  NEXT  OF  KIN'GUARDIAN 


DATE  ADMITTED 


PROJECTED  DISCHARGE  DATE 


DIAGNOSIS 


^■NOTIFY  IN  EMERGENCY 
NAME 


RE  L  ATI  ON 


RELATION 


SEX:         |  |  MALE 

MARITAL  STATUS: 


6.  DATE  OF  BIRTH 

LANGUAGE(S)  SPOKEN/UNDERSTANDS 

□ 

MALE 

□    MAR  RIED 
SINGLE 
WIDOWED 

LIVING  ARRANGEMENTS: 

ONE  FAMILY  HOUSE 

□ 
□ 
□ 
□ 

□ 


PATIENT  INFORMATION 


□ 
□ 
□ 


SEPARATED 
DIVORCED 
UN  KNOWN 


MULTI-FAMILY  HOUSE 
FURNISHED  ROOM 
SENIOR  CIT.  HOUSING 


□ 
□ 
□ 

□  ,F 


HOTEL 
APT. 

BOARDIN  G  HOUSE 


WALK-UP 
<*  FLIGHTS 


OTHER,  SPECIFY  _____ 
LIVES  WITH:    I       I  SPOUSE  ALONE  OTHER 


SOCIAL  SECURITY  NO. 

MEDICARE  NO.  PART  A 
PART  B 


MEDICAID  NO. 
BLU  E  CROSS  NO. 
WORKMEN S  COMP. 


□ 


VETERANS  CLAIM  NO. 

VETERANS  SPOUSE 
OTHER  (SPECIFY)  — 


□ 


□ 


SOURCE  OF  INCOME 

]    PUBLIC  ASSIST. 
1      |  PENSION 
□  S.S.I. 


[       I   SOCIAL  SECURITY 

]  VETERANS  BENEFITS 
|       |  OTHER 


AMOUNT  OF  AVAILABLE  FUNDS  AFTER  PAYMENT  OF  RENT.  UTILITIES, 
UTILITIES,  ETC.  


(1) 
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Figure  2  cont. 


7.  To  be  completed  by  S  S  W 

OTHERS  IN  HOME/HOUSEHOLD:  Indicate  days/hours  that  these  persons  will  provide  care  to  patient. 


If  none  will  assist  explain  in  narrative. 


Name 

Age 

Relation- 
ship 

Days/hours  at  home 

Days/hours  will  assist 

1. 

2. 

3. 

4. 

8.  To  be  completed  by  S  S  W 

SIGNIFICANT  OTHERS  OUTSIDE  OF  HOME:  Indicate  days/hours  when  persons  below  will  provide  care  to  patient. 


Name 

Address 

Age 

Relationship 

Days/Hours  Assisting 

1. 

2. 

3. 

4. 

5. 

9.  To  be  completed  by  S  S  W 

COMMUNITY  SUPPORT:  Indicate  organization/persons  serving  patient  at  present  or  has  provided  a  service  in  the  past  six  (6)  months. 


Organization 

Type  of  Service 

Presently 
Receiving 

Contact  Person 

Tel  No. 

1. 

2. 

3 

4. 

10.  To  be  completed  by  S  S  W  and  R.N. 


PATIENT  TRAITS: 

Yes 

No 

?  N/A 

If  no,  describe 

Appears  self  directed  and/or  independent 

Seems  to  make  appropriate  decisions 

Can  recall  med  routine/recent  events 

Participates  in  planning/treatment  program 

Seems  to  handle  crises  well 

Accepts  Diagnosis 

Motivated  to  remain  at  home 

(2) 
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Figure  2  cont. 


11.      be  eompl«t«d  by  S  S  W  -  Item  11*  to  be  completed  by  R.N. 
FAMILY  TRAITS: 


Yes 

No 

? 

Is  motivated  to  keep  patient  home 

If  no,  because 

Is  capable  of  providing  care  (physically  & 
(emotionally) 

If  no,  because 

Will  keep  patient  home  if  not  involved  with  care 

Because 

Will  give  care  if  support  services  given 

How  much 

Requires  instruction  to  provide  care 

In  what— who  will  give 

12.  To  be  completed  by  R.N. 


uniir . 

nuivi  c . 

Yes 

No. 

7 

If  problem,  describe 

nuujll ly  OUCLjUd Ic  III  ICIITI3UI.  ipoLC 

Convenient  toilet  facilities 

Heating  adequate  and  safe 

Cooking  facilities  &  refrigerator 

Laundry  facilities 

Tub/shower/hot  water 

Elevator 

Telephone  accessible  &  usable 

Is  patient  mobile  in  house 

Any  discenible  hazards  (please  circle) 

Smokes  carelessly,  leaky  gas,  poor  wiring, 
unsafe  floors,  steps,  others,  specify 

Construction  adequate 

Excess  use  of  alcohol/drugs  by  patient/ 
caretaker 

Is  patient's  safety  threatened  if  alone 

Pets 

ADDITIONAL  ASSESSMENT  FACTORS: 


13.  To  be  completed  by  R.N. 


RECOVERY  POTENTIAL  ANTICIPATED 
Full  recovery 

YES 

NO 

? 

1-3 
MO 

4-6 
MO 

6 

MO+ 

COMMENTS 

Recovery  with  patient  managed  residual 

Limited  recovery  managed  by  others 

Deterioration 

(3) 


Figure  2  cont. 


14.    To  be  completed  by  RN  —  SSW  to  complete  "D"  as  appropriate 

FOR  THE  PATIENT  TO  REMAIN  AT  HOME  -  SERVICES  REQUIRED 

 WHO  WILL  PROVIDE 


SERVICES  REQUIRED 
A.      Registered  N  urse 

YES 

NO 

TYPE/FREQ/DUR 

AGENCY/FAMILY 

AGENCY  FREQUENCY 

Physical  Therapy 

Home  Health  Aide 

Speech  Pathology 

Occupational  Therapy 

Personal  Care 

Other  1. 

2 

Clinic 

B.  Bathing 

Dressing 

Toileting 

Admin.  Meds 

Grooming 

Spoon  feeding 

Exercise/activity  /walking 

Shopping  (food/supplies) 

Meal  preparation 

Diet  counseling 

Light  housekeeping 

Personal  laundry/household  linens 

Personal/financial  errands 

Other 

equipment 

Ramps  outside/inside 

Grab  bars — hallways/bathroom 

Commode/special  bed/wheelchair 

Cane/walker/crutches 

Self  help  device,  specify 

Aseptic  dressing/cath.  equip. 

Bed  protector/diapers 

Other 

D.     Other  Services 

Ancillary  services  (lab,  02,  etc.) 

Telephone  reassurance 

Diversion/friendly  visitor 

Medical  social  service/counseling 

Legal/protective  services 

Financial  management/conservatorship 

Transportation  arrangements 

Transportation  attendant 

Home  delivered  meals 

Structural  modification 

Other 

15.    To  be  completed  by  SSW  and  RN. 

DMS  Predictor  Score  Override  necessary  □   Yes  □  No 

Can  patients  health/safety  needs  be  met  through  home  care  now?  D  Yes  Q  No 

If  no,  give  specific  reason  why  not  

Institutional  care  required  now?  Q  Yes  O  No  If  yes,  give  specif  ic  reason  why. 


Level  of  institutional  care  determined  by  your  professional  judgment:  snfD 
Can  the  patient  be  considered  at  a  later  time  for  home  care?  Yes  D 

(4) 


HRFQ 

NoD 


DCFM 

n/aQ 


Figure  2  cont. 


16.    To  be  compieted  by  SSW 

SUMMARY  OF  SERVICE  REQUIREMENTS 
Indicate  services  required,  schedule  and  charges  (allowable  charge  in  area) 


Services 

Provided  By 

Hrs./Days/Wk. 

Date 
Effective 

Pet 

est 
Dur. 

1  Init 

Payment  by 

Cost 

MC 

MA 

Self 

Other 

Physician 

Nursing 

Home  Hearth  Aide 

Physical  Therapy 

Speech  Pathology 

Resp  Therapy 

Med.  Soc.  Work 

Nutritional  Services 

Personal  Care  Ser. 

Other  1. 

2. 

Medical  Supplies  1. 

9 

•3 
O. 

Medical  Equip.  1. 

2. 

3. 

Home  Delivered  Meals 

Transportation 

Ancilliary  Services 
1. 

2. 

SUBTOTAL 

Structural  Modification 

Other  1. 

2. 

3. 

SUBTOTAL 

TOTAL  COST 
(5) 

16 


Figure  2  cont. 

17.        To  be  completed  by  SSW  and  RN 

Person  who  will  relieve  in  aw  of  emergency  

Name  Address  Telephone  Relationship 


Narrative:  Use  this  space  to  describe  aspects  of  the  patients  care  not  adequately  covered  above. 


Assessment  completed  by: 


R.N. 


Date  Completed 


Agency 


Telephone  No. 


Local  DSS  Staff 


District 


Date  Completed 


Telephone  No. 


Supervisor  DSS 


District 


Date 


Telephone  No. 


Authorization  to  provide  services: 


Local  DSS  Commissioner  or  Designee 


Date 


(6) 


to  care  the  patient  will  require  from  the  LTHHCP, 
and  feasibility  of  delivering  such  care  within  that 
setting.  It  is  from  such  a  completed  assessment  that 
the  comprehensive  plan  of  care  is  developed.  This 
plan  of  care,  which  outlines  the  type,  frequency 
and  amount  of  each  individual  service  to  be 
supplied,  must  meet  the  patient's  medical,  nursing, 
social,  and  rehabilitative  needs. 

The  plan  of  care  serves  as  the  base  from  which 
the  monthly  budget  is  developed.  In  this,  the  cost 
of  anticipated  services  is  estimated  on  a  monthly 
basis.  As  mentioned,  Title  XIX  expenditures  for  an 
individual  may  not  exceed  a  maximum  75  percent 
of  the  average  monthly  rate  payable  for  SNF  or 
ICF  care  within  the  LDSS,  whichever  is  the  ap- 
propriate level  for  the  individual.  Individuals 
whose  monthly  budgets  exceed  the  75  percent 
maximum  will  be  referred  for  alternative  methods 
of  care.  Patients  whose  service  plans  cost  less  than 
this  maximum  may  accumulate  a  "paper  credit" 
over  a  12  month  period.  This  may  be  used  in  the 
event  of  an  acute  episode  when  service  costs  may 
temporarily,  but  substantially  increase. 

Authorizations  for  the  program  are  for  limited 
periods.  Patients  are  reassessed  every  120  days,  in 
order  to  determine  their  appropriate  level  of  care. 
In  addition,  if,  within  this  period,  the  patient's 
condition  changes  to  such  a  degree  that  the  level  of 
care  needed  also  changes,  (either  from  SNF  to  ICF 
or  from  ICF  to  SNF),  the  LDSS  must  be  notified 
at  the  earliest  possible  time  after  the  change  is 
observed.  A  reassessment  of  the  patient  is  then 
authorized. 


Summary 

The  New  York  State  LTHHCP  is  a  single  entry, 
single  source  system  in  which  Medicaid  eligible 
patients  needing  SNF  or  ICF  level  care  may  receive 
a  wide  range  of  medical,  social,  and  environmental 
services  which  allow  them  to  remain  in  their 
homes,  as  long  as  these  services  can  be  provided  for 
no  more  than  75  percent  of  local  institutional  care 
costs.  Services  are  coordinated  by  staff  of  ap- 
proved providers  and  are  reimbursed  with  Title 
XIX  funds.  An  overview  of  the  program  is 
presented  in  Figure  3. 


Evaluation  of  the 

New  York  State  LTHHCP 

The  Health  Care  Financing  Administration  has 
expressed  interest  in  the  policy  implications  of  the 
LTHHCP  and  will  fund  its  evaluation  by  an 
independent  evaluator.  Although  this  process  is 
presently  only  in  the  planning  stages,  the  New 
York  program  provides  an  interesting  framework 
for  assessment.  The  LTHHCP  is  an  innovative  step 
forward  in  creating  a  formalized  alternative  to 
institutionalization,  within  the  framework  of  an  al- 
ready existing  governmental  structure.  Although 
other  projects  have  studied  the  provision  of  long 
term  home  care  within  small  geographic  areas,  the 
present  project  is  the  first  attempt  to  furnish 
services  on  a  Statewide  basis.  This  program  may 
thus  serve  as  a  prime  source  of  information  on  the 
feasibility  of  such  a  system.  Furthermore,  when 
fully  implemented,  a  number  of  informative  com- 
parisons may  be  made,  including  the  effectiveness 
of  LTHHCPs  in  rural  and  urban  areas,  and  the 
effectiveness  of  different  program  sponsors  in 
providing  these  services.  In  addition,  because  the 
start-up  of  programs  will  be  done  step  by  step, 
certain  areas  of  the  State  will  not  be  covered  by 
LTHHCPs,  at  least  initially,  making  possible  com- 
parisons between  districts  which  are  and  are  not 
served  by  LTHHCPs.  These  comparisons  might 
involve  measuring  the  admission  rate  to  nursing 
homes,  and  the  number  of  patients  in  acute  care 
beds  awaiting  alternate  care  placement  and  their 
length  of  stay  following  potential  discharge,  as 
indications  of  the  program's  effectiveness. 

Further,  the  opportunity  exists  for  studying 
important  relationships  associated  with  patient 
type,  since  a  large  amount  of  demographic,  func- 
tional status,  medical,  mental  status,  and  other 
data  will  automatically  be  collected  on  individual 
patients  during  the  assessment  and  reassessment 
process.  The  following  represent  only  a  limited 
number  of  the  issues  which  may  be  studied. 

1.  What  proportion  of  patients  choose  in- 
stitutionalization over  home  care,  even  if 
offered?  What  are  the  characteristics  of  these 
patients,  in  terms  of  personality  type,  func- 
tional status,  living  arrangements,  family 
attitude,  etc.?  How  many  patients  drop  out  of 
the  program  and  what  are  their  charac- 
teristics? A  follow-up  on  both  refusals  and 
dropouts  might  make  an  interesting  com- 
parison with  LTHHCP  patients  in  terms  of 
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health  status,  patient  satisfaction  and  other 
measures. 

2.  What  proportion  of  patients  do  not  pass 
budgetary  requirements?  Are  there  patient 
characteristics  associated  with  this,  i.e.,  age, 
predictor  score,  family  living  arrangements, 
etc.?  Does  the  inclusion  of  certain  service 
requirements  make  it  more  likely  that  a 
patient  will  exceed  the  75  percent  ceiling? 

3.  What  patient  types  are  high  service  users? 
Can  these  patients  be  picked  out  by  predictor 
scores,  living  arrangements,  etc.?  Can 
different  intensity  and  duration  of  services 
utilizers  be  discriminated? 

4.  Changes  in  patient  characteristics  over  time 
are  open  to  measurement  because  of  the 
periodic  120  day  reassessments. 

Finally,  fiscal  impact  assessments  will  indicate 
the  cost  containment  elements  of  the  program. 
Important  issues  here  relate  to  the  question  of 
whether  the  75  percent  ceiling  reduces  Medicaid 
expenditures  for  a  district,  or  whether  conversely, 
the  availability  of  the  program  attracts  new 
recipients  leading  to  an  increase  in  overall  costs. 


Implementation  of  Chapter  895 

Implementation  of  the  program  is  a  respon- 
sibility shared  by  the  State  Department  of  Social 
Services  (DSS)  and  the  Office  of  Health  System 
Management  (OHSM).  The  DSS  responsibilities 
included  development  of  procedures  and  policies 
which  LDSSs  would  follow  once  the  program  was 
operational.  The  OHSM  role  included  the  es- 
tablishment of  a  process  for  reviewing  applications 
from  potential  providers  and  developing  program 
guidelines  for  this  group. 

In  order  to  implement  the  LTHHCP,  a  process 
for  developing  policies  and  guidelines  for  program 
operation  was  essential.  OHSM  and  DSS  jointly 
coordinated  the  establishment  and  activities  of 
four  interagency  committees,  representing  the  Of- 
fice for  the  Aging,  Department  of  Mental  Hygiene, 
Insurance  Department,  Board  of  Social  Welfare, 
and  the  Senate  Health  Committee.  The  committees 
addressed  these  four  areas:  (1)  reimbursement  and 
related  issues;  (2)  patient  assessment  issues;  (3) 
provider  and  provider  related  issues;  and  (4)  scope 
of  services,  utilization  control,  planning,  certificate 
of  need,  and  other  issues. 


The  committees  met  at  least  weekly  for  ap- 
proximately five  weeks  to  address  issues  previously 
identified  and  to  resolve  questions  which  arose 
during  the  weekly  meetings.  Some  examples  of  the 
specific  issues  addressed  were: 

Committee  #1:  (a)  How  will  patient  assessments 
be  reimbursed?  (b)  What  safeguards  can  be  utilized 
to  hold  down  program  administration  costs?  (c) 
What  will  be  the  methodology  for  determining 
payment  rates?  (d)  What  services  will  be  included 
within  the  75  percent  cap  and  what  flexibility  is 
possible  in  administering  the  cap? 

Committee  #2:  (a)  What  criteria  should  be  used 
to  determine  which  persons  will  receive  benefits 
under  LTHHCP?  (b)  What  patient  assessment 
instrument(s)  will  be  utilized?  (c)  Who  will  perform 
the  patient  assessment(s)? 

Committee  #3:  (a)  What  criteria  will  be  utilized 
to  select  and  certify  providers?  (b)  What  should  be 
the  minimum  number  and/ or  kinds  of  services 
providers  will  be  required  to  furnish?  (c)  To  what 
extent  should  providers  be  permitted  to  purchase 
services  from  other  vendors  rather  than  provide 
services  directly?  (d)  What  will  be  the  role  of  the 
LDSS  staff  vis-a-vis  that  of  the  LTHHCP? 

Committee  #4:  (a)  What  mechanisms  should  be 
built  into  standards  and  surveillance  programs  to 
assure  control  of  utilization?  (b)  How  will  needs 
estimates  for  LTHHCPs  be  made?  (c)  What  should 
be  the  format  and  process  for  the  development  and 
review  of  LTHHCP  applications? 

Although  a  large  number  of  issues  were 
identified,  and  courses  of  action  proposed,  it  was 
clear  the  LTHHCP  concept  was  indeed  very 
complex  and  that  input  from  individuals  and 
organizations  outside  State  government  was  essen- 
tial. Therefore,  a  series  of  three  public  meetings 
were  held  in  New  York  City,  Albany  and 
Rochester.  At  these  meetings,  representatives  from 
local  government  agencies,  potential  provider 
groups,  and  other  organizations,  as  well  as  in- 
terested individuals,  were  afforded  the  opportunity 
to  pose  questions  and  comment  on  the  legislation 
and  policy  issues  which  already  had  been,  or  were 
yet  to  be  addressed  at  the  State  level.  Many  of  the 
recommendations  voiced  at  these  meetings  were 
subsequently  incorporated  into  the  policy  the  State 
adopted. 

Following  completion  by  OHSM  and  DSS  of 
drafts  containing  the  administrative  decisions  on 
program  implementation,  Senator  Lombardi 
scheduled  two  meetings  to  present  the  rationale  for 
the  program's  development  and  to  discuss  its  intent 
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with  local  commissioners  of  social  services.  The 
commissioners  then  were  able  to  question  Senator 
Lombardi  directly  regarding  the  legislation  itself, 
and  OHSM  and  DSS  staff  regarding  ad- 
ministrative decisions  reflected  in  the  draft,  which 
had  previously  been  distributed.  These  meetings 
brought  about  a  much  clearer  understanding  of  the 
LTHHCP  by  the  local  commissioners,  and 
provided  valuable  input  on  ways  to  facilitate 
program  administration.  Implementation  of  the 
LTHHCP  in  localities  of  New  York  State  is  now 
well  underway,  with  nine  programs  approved  to 
serve  approximately  800  patients.  The  start-up 
phase  was  quite  lengthy,  in  large  part  due  to  the 
complexity  of  the  relationships  between  the 
LTHHCP  providers  and  local  social  services  dis- 
tricts. In  addition,  educating  hospital  discharge 
planners  as  to  their  responsibilities  under  the 
program,  determining  which  patients  will  receive 
priority  for  program-entry  in  each  local  district, 
and  establishing  information  systems  to  provide 
data  for  management  and  evaluation  have  all  been 
time-consuming. 

LDSSs  then  had  to  make  organizational 
changes,  and  designate  and  train  staff  on  their 
responsibilities  under  the  new  program.  DSS  and 
OHSM  staff  have  provided  considerable  technical 
assistance  to  LDSS  and  LTHHCP  staff,  clarifying 
State  policy  on  issues  not  addressed  in  current 
rules  and  regulations.  Not  until  the  conclusion  of 
all  these  actions  was  actual  program  operation 
feasible. 

The  first  approved  LTHHCP  is  located  in  Buf- 
falo under  the  sponsorship  of  the  24  Rhode  Island 
Street  Nursing  Home.  This  program  has  been 
approved  to  serve  twenty-five  patients;  subsequent 
approved  programs,  their  location,  and  the 
number  of  patients  which  may  be  served  are  listed 
in  Table  1. 

The  programs  approved  thus  far  represent  an 
excellent  mix  of  providers,  including  hospital- 
based  programs  (Montifiore  and  St.  Vincent's); 
nursing  home  sponsored  programs  (24  Rhode 
Island  Street  and  Metropolitan  Jewish  Geriatric 
Center);  public  home,  health  agency  sponsored 
programs  (Erie,  Cattaraugus,  and  Onondaga 
County  Health  Departments);  and  voluntary  non- 
profit home  health  agencies  (Visiting  Nurse  Service 
of  New  York  and  the  Visiting  Nurses  Association 
of  Central  New  York).  The  operation  of  these 
programs  throughout  the  demonstration  period 
will  permit  an  evaluation  of  program  performance 


vis-a-vis  sponsorship.  Through  comparative 
analysis,  data  generated  regarding  program  cost, 
intensity  and  variety  of  services  provided,  and 
patient  satisfaction  will  be  important  in  planning 
for  future  programs. 

As  the  progress  gains  experience,  New  York 
State  anticipates  that  expansion  of  new  LTHHCPs 
can  be  accomplished  with  relative  ease. 


TABLE  1 


Approved  New  York  State  LTHHCPs  and 
Respective  Service  Capacity 


Number  of 

Provider 

Location 

Patients 

Erie  County  Dept. 

Erie  County 

100 

of  Health 

Montefiore  Hospital 

NYC  (Bronx) 

100 

Metropolitan  Jewish 

NYC  (Brooklyn) 

100 

Geriatric  Center 

Visiting  Nurse  Service 

NYC  (Queens) 

100 

of  New  York 

St.  Vincent's  Hospital 

NYC  (Manhattan) 

80 

Visiting  Nurses 

Onondaga  County 

125 

Association  of  Central 

New  York 

Onondaga  County 

Onondaga  County 

150 

Dept.  of  Health 

Cattaraugus  County 

Cattaraugus 

25 

Dept.  of  Health 
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NEBRASKA'S  TAPE  EXCHANGE  SYSTEM  FOR 
MEDIC  ARE-MEDIC  AID  CROSS-OVER  CLAIMS 

by  MAUREEN  A.  MURRAY 


(EDITOR'S  NOTE:  A  problem  facing  many 
State  Medicaid  agencies  is  the  processing  of  Medi- 
care cross-over  claims.  As  Medicaid  is  the  payor  of 
last  resort,  these  claims  need  to  be  submitted  to 
Medicare  and  processed  for  payment  before  they 
can  be  submitted  to  Medicaid.  Often,  processing 
cross-over  claims  has  involved  cumbersome  paper- 
work and  lengthy  payment  delays. 

One  solution  to  this  problem  is  the  approach 
taken  by  Nebraska:  a  claims  tape  exchange  between 
the  Medicare  and  Medicaid  claims  payment  sys- 
tems. Although  incompatibility  between  Medicare 
and  Medicaid  systems  often  makes  such  an  ex- 
change difficult,  we  believe  the  results  are  well 
worth  the  effort. 

The  system  in  Nebraska  is  an  excellent  example 
of  good  program  management.  All  parties  involved 
have  benefited:  providers  are  paid  promptly,  and 
have  had  their  paper  work  reduced;  the  Medicaid 
agency  has  reduced  manual  processing,  simplified 
the  system,  and  saved  money;  and  recipients  are 
assured  that  services  will  be  available. 

Furthermore,  we  believe  the  Nebraska  experience 
proves  once  again  that  management  improvement 
in  the  Medicaid  program  is  possible,  but  a  deter- 
mined effort  by  reasonable  people — as  demon- 
strated by  staff  in  Nebraska — is  necessary.) 

Prior  to  August,  1974,  the  turnaround  time  in 
Nebraska  for  Medicaid  payment  of  co-insurance 
and  deductible  on  Medicare  cross-over  physician 
claims  was  from  four  weeks  to  six  months.  Since  the 
implementation  of  the  Nebraska  physician  claims 
tape  exchange  in  August  of  1974,  this  interval  has 
dropped  to  one  to  two  weeks.  The  tape  exchange 
between  the  State  and  the  Medicare  fiscal  agent  has 
saved  Medicaid  approximately  $8,400  per  year  for 
copies  of  Medicare  Explanation  of  Benefit  (EOB) 
statements  alone.  It  also  caused  a  decrease  in 
manual  processing  and  data  entry  of  1,300  man 
hours /year,  a  decrease  in  document  handling,  and 


led  to  a  marked  reduction  of  1,000  provider  com- 
plaints received  each  quarter. 

Tape  exchanges  covering  two  Medicare  claims 
forms  were  initiated:  the  SSA-1490W  (physician 
claim  for  a  welfare  patient)  in  August,  1974  and  the 
SSA-1554  (hospital  claim  for  staff  physician  ser- 
vices), with  a  system  revision  in  November,  1976. 

History 

In  1972,  Nebraska's  Division  of  Medical  Services 
started  planning  for  a  Medicaid  Management  Infor- 
mation System  (MMIS).*  One  of  the  MMIS  task 
assignments,  Medicare-Medicaid  relations,  had  the 
following  objectives: 

1 .  To  review  the  Medicare  system  to  determine 
where  greater  compatability  could  be  reached 
with  Medicaid. 

2.  To  study  the  claim  forms  processing  of  the 
Medicare  system  in  light  of  the  MMIS  revi- 
sion. 

3.  To  recommend  a  method  of  Medicare  cross- 
over claims  processing  that  would  minimize 
document  handling  and  payment  delays. 

It  is  important  to  note  that  Nebraska's  Medicaid 
program  is  State  supervised  and  county  adminis- 
tered, with  counties  paying  20%  of  total  Medicaid 
costs.  The  current  (September  1,  1978)  Medicaid 
eligible  population  is  approximately  61,000  clients, 
of  which  7,000  are  eligible  for  Medicare  as  well  as 
Medicaid.  The  State  processes  approximately  1.5 
million  claims  yearly,  and  Medicaid  expenditures 
for  FY  1978  totalled  $82  million.  For  all  claims,  the 
average  processing  cost  is  56c.  As  most  States  do, 


♦Nebraska  processes  claims  in-house.  State  staff  designed  and 
implemented  MMIS  on  a  phased-in  basis,  with  the  State  receiv- 
ing notification  of  certification  November,  1978,  becoming  the 
21st  State  with  a  certified  system. 
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Nebraska  buys  in  for  Medicaid  eligibles  who  are 
also  eligible  for  Medicare,  paying  the  monthly 
premiums,  as  well  as  the  deductible  and  co- 
insurance on  all  claims  for  the  cross-over  popula- 
tion. 

Prior  to  the  implementation  of  the  physician 
claim  tape  exchange  in  1974,  approximately  56,000 
SSA-1490W  claims  forms  and  EOB  pairs  were 
manually  processed  each  year.  This  matching  was 
necessary  as  neither  the  Medicare  form  nor  the 
EOB  contained  all  the  information  needed  by 
Medicaid  to  process  the  claim.  The  EOB  indicated 
such  information  as  the  total  amount  Medicare 
paid  after  calculating  co-payment  and  deductible; 
the  claim  form  provided  basic  claim  information. 

The  processing  system  for  Medicare-Medicaid 
practitioner  payment  at  that  time  was  complex  and 
inefficient.  The  provider  completed  the  claim  form 
with  one  copy  going  to  the  Part  B  carrier  (for 
Medicare  payment)  and  two  copies  going  to  the 
client's  county  of  financial  responsibility  (for  Me- 
dicaid payment). 

The  county  office  retained  one  copy  of  the  claim 
and  forwarded  the  second  copy  to  the  State  office 
where  it  was  filed  manually,  to  await  the  matching 
EOB  from  the  Medicare  Part  B  carrier.  Because  of 
its  fiscal  responsibility,  the  county  needed  to  ap- 
prove each  claim  under  this  old  system. 

The  Part  B  carrier  processed  the  SSA-1490W 
and  1554  claims  forms  for  Medicare  payment,  and 
generated  the  Explanation  of  Benefits.  The  carrier 
then  copied  the  EOBs  at  a  cost  of  15c  per  copy  and 
forwarded  these  to  the  State  office,  where  they 
were  placed  in  the  second  of  two  manual  files. 

The  claim  and  EOB  files  were  individually  cross- 
matched approximately  once  a  week.  Matched 
claim  and  EOB  pairs  were  then  processed  for 
payment.  If  a  claims  form  was  unmatched  after  six 
months,  providers  were  sent  a  letter  requesting  the 
EOB  for  that  form;  unmatched  EOBs  were  sent  to 
the  client's  county  of  financial  responsibility  to 
resolve  outstanding  claims. 

To  pursue  the  objective  of  the  MMIS  Medicare- 
Medicaid  Relations  Task,  a  series  of  discussions 
were  held  with  representatives  of  the  two  major 
Nebraska  Medicare  fiscal  agents,  to  explore  alter- 
native ways  of  handling  joint  Medicare-Medicaid 
claims.  A  magnetic  tape  exchange  with  the  Part  B 
carrier  was  a  definite  consideration,  due  to  the 
volume  of  SSA-1490W  claims  forms.  The  Part  B 
Model  System,  however,  did  not  have  the  capability 
to  produce  a  magnetic  tape  for  transferring  claim 


information  and  an  agreement  would  be  necessary 
with  the  Social  Security  Administration  (SSA)  to 
alter  any  part  of  the  Part  B  Model  System,  a 
possibly  cumbersome  process. 

While  many  of  the  required  MMIS  data  elements 
were  present  on  the  SSA-1490W,  other  data 
elements,  such  as  provider  and  client  eligibility, 
were  not.  However,  this  information  was  available 
in  the  Medicaid  files.  Providers  and  clients  were 
essentially  identified  the  same  under  both  systems, 
so  this  presented  no  problems.  Although  prior  to 
MMIS  implementation  in  1976,  Medicaid  used  an 
independent  vendor  numbering  system,  the 
Medicaid  physician  reference  file  contained  the 
provider's  Social  Security  and  FID  number  (IRS's 
Federal  ID  number)  for  cross-reference  purposes. 
In  1976,  Nebraska  began  using  the  FID  as  provider 
ID  number. 

For  clients,  Nebraska  uses  the  Social  Security 
number  (plus  a  suffix)  as  the  welfare  ID  number, 
facilitating  cross-referencing  with  the  Health 
Insurance  Card  (HIC)  number  used  by  Medicare. 
The  HIC  number  is  also  included  as  part  of  the 
recipient  reference  file.  In  addition,  both  the  Part  B 
carrier  and  Medicaid  utilized  the  1965  Nebraska 
Relative  Value  Study  procedure  codes  (an  adaption 
of  the  1964  California  Relative  Value  Study).  It  is 
currently  being  used  by  Nebraska  Medicaid  for 
cross-over  claims  only. 

Legal  requirements  were  researched.  For  a  joint 
Medicare-Medicaid  eligible  client,  Medicaid  was 
liable  for  the  coinsurance  and  deductible  amount 
and  any  Medicaid  services  not  covered  by 
Medicare.  Medicare  was  responsible  for  the 
remainder  of  the  claims,  in  addition  to  assuring  that 
the  provider  and  recipient  were  eligible  for 
Medicare,  and  that  Federal  statutes,  such  as  the 
Civil  Rights  Act  of  1964,  were  met.  Medicare 
utilization  review  of  these  claims  met  Medicaid 
requirements,  making  Medicaid  pre-payment 
utilization  review  of  claims  unnecessary.  With 
the  implementation  of  MMIS  and  the  S/UR  sub- 
system, Medicaid  now  subjects  these  claims  to  post- 
payment  utilization  review. 

Benefit  and  cost  estimates  were  compiled,  com- 
paring the  magnetic  tape  exchange  with  the  old 
process  of  matched  claim-EOB  pairs.  Nebraska 
identified  these  benefits  and  cost  savings: 

1 .  Approximately  95%  or  56,000  pairs  of  SS A- 
1490W  and  EOB  forms  per  year  would  not 
require  manual  processes  by  State  personnel. 

2.  The  payment  turnaround  interval  would 
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improve  from  an  average  of  six  weeks  (and  a 
worst  performance  of  six  months)  to  a  one 
week  State  processing  cycle  for  a  "clean 
claim." 

3.  Provider  relations  would  improve  with 
prompt  Medicaid  payment  of  Medicare 
coinsurance  and  deductible. 

4.  Approximately  102,000  claim  forms  (2 
copies  of  56,000  claims)  and  56,000  EOB 
forms  would  no  longer  be  received. 

5.  Filing  of  claims  and  EOBs  prior  to  the 
manual  matching  procedures  would  no 
longer  be  required. 

6.  Manual  coding  of  theSSA-1490W  with  EOB 
data  would  not  be  required. 

7.  Data  entry  of  56,000  documents  would  not 
be  required. 

8.  The  microfilm  workload  and  associated 
costs  would  be  reduced. 

9.  Approximately  an  $8,400  expenditure  for 
EOB  forms  (copying  costs)  would  be  saved 
annually. 

10.  Postage  would  be  saved  by  eliminating  mail- 
ing involved  with  resolving  unmatched 
EOB/ claim  cases.  (Actual  savings  are  es- 
timated at  $1,600/ year.) 

An  agreement  was  reached  with  the  Medicare 
Part  B  carrier  in  January,  1974.  The  Nebraska 
Department  of  Public  Welfare  agreed  to  pay  the 
$2500  initial  programming  and  computer  costs 
required  to  establish  the  tape  exchange  system,  the 
monthly  computer  time  required  to  generate  the 
claim  tapes,  and  the  associated  mailing  and  han- 
dling costs. 

The  first  SSA-1490W  magnetic  tape  was 
processed  on  August  1,  1974.  The  tape  exchange 
met  the  objectives  of  the  MMIS  Medicare- 
Medicaid  Relations  Task,  and  processing  time, 
document  handling,  and  data  entry  man  hours  were 
reduced.  Claim  form  and  EOB  information  were 
combined  in  one  format,  eliminating  the  step  of 
matching  forms. 

With  the  implementation  of  MMIS,  the  joint 
claims  payment  system  was  redesigned  for  integra- 
tion with  other  MMIS  modules.  This  was  ac- 
complished November,  1976,  when  the  system  was 
enlarged  to  accommodate  SSA-1554  claim  forms  as 
well  as  SSA-1490Ws.  This  changeover  completed 
the  phase  out  of  the  pre-MMIS  claims  paymeni 
system,  fully  implementing  Nebraska's  MMIS. 


Tape  Exchange  Processing 

As  indicated,  the  magnetic  tape  exchange  imple- 
mented. November,  1976  included  SSA-1490W  and 
1554  claim  forms.  This  tape  is  produced  weekly  by 
the  Part  B  carrier,  and  for  the  approximately 
2,000-2,500  received  claims  that  indicate  Medicaid 
eligibility,  contains  the  information  formerly  on  the 
EOBs  and  claim  forms.  The  Medicaid  agency  pays 
the  Medicare  carrier  $1,800  per  year  for  tape  pro- 
duction costs,  and  $200  per  year  for  postage  and 
handling. 

The  weekly  processing  cycle  of  the  joint 
Medicare-Medicaid  claims  tape  involves  three  data 
bases  and  approximately  sixty  programs.  These 
programs  sort  the  information,  reformat  the  claim 
record,  validate  submitted  information,  calculate 
and  allocate  amounts,  produce  suspense  listings, 
calculate  the  type  of  service  performed,  produce 
audit  listings,  print  warrants  and  remittance  ad- 
vices (to  accompany  warrants),  etc.  All  cross-over 
claims  are  checked  for  Medicaid  validity,  as  with 
other  Medicaid  claims,  including  Medicaid  client 
and  provider  eligibility,  duplicate  claims,  etc. 
However,  as  Medicare  determined  charges  are  used 
for  Medicaid  purposes,  calculating  payment 
amounts  is  made  simpler. 

Weekly  suspense  listings  are  produced  for  those 
claims  that  have  errors,  or  fail  to  pass  screens. 
Reasons  for  suspension  may  be:  no  matching 
Medicare  provider  number,  ineligible  provider  or 
client,  no  matching  client  grant  record,  and 
duplicate  claims.  When  indicated,  suspended 
claims  are  corrected  through  on-line  inquiry 
terminals.  Currently,  35-45%  of  cross-over  claims 
are  suspended,  mostly  for  such  minor  errors  as  an 
incorrect  provider  number. 

The  SSA-1490W  and  1554  claim  input  record 
from  the  magnetic  tape  is  203  bytes,  or  characters, 
in  length,  and  contains  the  following:  client  HIC 
number,  provider  Social  Security  number,  type  of 
service  code,  number  of  services,  place  of  service 
code,  Relative  Value  Code  (1965  Nebraska 
Relative  Value  Study  Procedure  Code),  from  date 
of  service,  to  date  of  service,  assignment  code  to 
document  type,  amount  submitted,  amount  paid 
by  other  sources,  amount  coinsurance,  amount 
deductible,  amount  allowed,  amount  reduced,  net 
amount,  client  name,  Medicare  provider  number, 
Medicare  payment  date,  force  code,  special  pay- 
ment indicator,  action  code,  remark  codes, 
provider  name,  and  Medicare  control  number. 
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The  claim  input  record  is  reformatted  into  a  226 
byte  EOB  work  record  during  the  first  stage  of 
processing.  This  work  record  allows  for  easier 
start-up  when  there  is  a  system  problem  or  shut- 
down. During  reformatting,  the  following  ad- 
ditions and  conversions  are  made: 

1.  The  place  of  service  code  is  converted  to  the 
Medicaid  place  of  service  code. 

2.  All  dates  of  service  are  converted  from  year, 
month,  day  format  to  month,  day,  year  for- 
mat. 

3.  A  document  number  is  added  to  the  claim 
record  from  a  pre-assigned  number  block 
based  on  a  change  in  the  Medicare  control 
number  or  Medicare  provider  number,  or 
client  HIC  number. 

4.  Grant  and  drop  flags  and  a  run  code  are  added 
to  the  EOR  work  record. 

5.  A  document  type  code  is  given  to  identify  the 
claim  type.  If  the  Medicare  assignment  code 
is  equal  to  "H"  for  hospital,  a  document  type 
of  'J54'  (SSA-1554)  is  given  and  if  the  assign- 
ment code  is  not  equal  to  "H"  a  document 
type  of  'J90'  (SSA-1490W)  is  given. 

The  converted  EOB  work  record  is  reformatted 
into  the  860  byte  Medicaid  Medical  Claims  Pro- 
cessing (MCP)  record.  This  contains  additional 
fields  such  as  batch  number,  Medicaid  provider 
number,  total  claim  amount,  total  amount  dis- 
allowed and  reason  disallowed  code,  total  amount 
reduced,  total  net  amount,  original  rejection  date, 
terminal  audit,  prior  authorization  document 
number,  adjustment  type  code,  insurance  code, 
case  suspended  code,  referral  indicator, 
insurance/  Medicare  bypass  code,  S/  UR  code,  sort 
control  date,  spenddown  indicator,  duplicate  docu- 
ment information,  claim  payment  status  code, 
entry  error  codes,  processing  error  codes,  medical 
record  number,  provider  specialty,  origin  code,  line 
disallowed  amount  and  reason  code,  practitioner 
group  code,  sex,  race,  county  of  finance,  provider 
type,  and  warrant  register  information  which  are 
necessary  for  Medicaid  claims  processing. 

The  batch  number  is  assigned  to  the  tape  and 
carried  into  the  claim  record.  The  batch  number 
consists  of  the  Julian  Date,  operator  ID,  and  time — 
(XXXXX/95/XXXX  format). 

The  claims  are  sorted  into  Medicare  provider 
number  sequence  to  access  the  MMIS  provider 
data  base.  Editing  as  to  matched  Medicare 
provider  number,  valid  provider  type  (for  the  claim 


type),  provider  eligibility  dates  and  status  codes  is 
accomplished.  Provider  specialty,  provider 
number/  suffix  (11  digits),  fiscal  year  end  (if 
applicable),  provider  type,  region,  county  of 
provider,  and  provider  names  are  extracted  from 
the  provider  data  base  when  there  is  a  match  on 
Medicare  provider  number  and  entered  into  the 
processing  record. 

Total  deductible  amount,  total  amount  billed, 
and  total  amount  approved  must  be  calculated 
from  the  appropriate  line  item  charges.  Segment 
sequence  (line)  numbers  are  assigned  and  claims 
are  sorted  into  document  number  (major),  from 
date  of  services,  and  to  date  of  service  (minor) 
sequence. 

The  reformatted  tape  input  records  are  then 
merged  with  the  hard  copy  Medicare-Medicaid 
claims  and  extracted  suspense  claims  (suspended 
claims  that  have  undergone  manual  review)  for 
pre-payment  processing.  Merged  claim  records  are 
sorted  into  recipient  number/ ID,  document 
number  and  service  line  number  sequence.  Co- 
insurance is  then  calculated,  the  claim  is  balanced 
and  the  money  amounts  are  calculated. 

During  weekly  processing  the  Recipient  Data 
Base  is  accessed  for  the  following  eligibility  checks: 
matched  recipient  number/ ID,  eligibility  dates, 
duplicate  document  information  and  for  the  ex- 
traction of  the  recipient  HIC  number,  spenddown 
code,  insurance  and  Medicare  codes,  sex  and  race 
codes,  type  of  payee,  county  of  finance  and  resi- 
dence, date  of  birth,  living  arrangement,  payee 
relationship,  and  recipient  name. 

The  practitioner  group  code,  calculated  on  claim 
and  provider  types,  is  used  to  determine  the  type  of 
service. 

The  1965  RVS  procedure  code  section  of  the 
Intergrated  Data  Base  is  accessed  to  determine 
family  planning  services  and  disease  indicators  by 
relative  value  code. 

The  final  status  of  the  claim  is  determined.  If  the 
claim  passes  all  of  the  required  edits,  it  goes  to  the 
pending  claims  file  awaiting  the  warrant  writer 
routine  (payment).  If  the  claim  fails  one  of  the 
required  edits,  it  is  suspended  and  written  to  the 
suspense  register  for  resolution.  Corrections  are 
entered  into  the  system  through  the  on-line  inquiry 
terminals. 

Conclusion 

The  joint  Medicare-Medicaid  magnetic  tape 
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exchange  has  benefited  the  Nebraska  Medicaid 
Program  not  only  in  terms  of  decreased  payment 
intervals,  work  loads,  payment  errors,  provider 
complaints  and  processing  costs  but  also  in  gained 
experience  with  tape  exchanges.  Medicaid  Drug 
and  Outpatient  Hospital  claims  are  now  being 
submitted  and  processed  via  tape  exchanges.  The 
next  challenge  is  the  implementation  of  a  Medicare 
Part  A  tape  exchange.  To  date,  MMIS  data  ele- 
ment requirements  have  been  sent  to  the  Part  A  in- 
termediary, to  see  how  these  needs  can  best  be  met. 

Finally,  we  have  learned  that  a  complex  task,  if 
tackled  reasonably,  can  be  completed  in  a  bene- 
ficial way,  particularly  if  patience,  perseverance 
and  hard  work  are  the  base  factors.  While  we 
were    previously    doing    manual    matching  of 


Medicare/ Medicaid  crossover  claims  to  assure 
that  Medicaid  did  in  fact  pay  the  "last  dollar" 
in  such  cases,  the  earlier  cumbersome  process 
took  its  toll  in  staff  time  and  "paper  shuffling." 
We  believe  that  the  tape  exchange  has  not  only 
enabled  us  to  better  utilize  our  time  and  limited 
resources,  but  offers  by  far  much  more  effective, 
and  efficient  management  of  public  funds — 
always  a  goal  for  responsible  bureaucrats. 


Maureen  Murray  is  the  Medical  Data  Processing  Consultant  in 
the  Division  of  Medical  Services,  Nebraska  Department  of 
Public  Welfare.  She  worked  as  a  liaison  with  the  Nebraska 
Department  of  Administrative  Services  in  the  implementation 
of  the  Medicaid  Management  Information  System  (MMIS) 
project.  She  is  a  graduate  of  the  University  of  Nebraska, 
Lincoln,  with  a  degree  in  Community  and  Health  Education. 
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EXAMINING  RATE  SETTING  FOR  VISITING  NURSE  SERVICES 


by  L.  CHARLES  MILLER,  Jr. 


Introduction 

State  governments  face  a  continuing  problem  of 
setting  rates  for  visiting  nurse  and  other  home 
health  services.  Visiting  nurse  services,  or  home 
health  agencies  as  they  are  also  called,  provide 
certain  medical  services  to  the  needy  and  receive 
funds  from  State,  Federal,  and  local  sources.  The 
State  of  Washington  in  its  Medicaid  program  sets  a 
maximum  rate  of  reimbursement  per  nurse  visit  for 
all  agencies,  while  the  Federal  Medicare  program 
reimburses  the  same  agencies  at  their  average  cost 
per  visit,  or  less  if  the  agency  charges  less.  The 
Federal  policy  thus  covers  any  inflation  in  costs, 
whether  due  to  rising  prices  of  inputs  or  to  declin- 
ing productivity.  From  State  perspective,  the 
Federal  policy  inadvertently  provides  home  health 
agencies  a  rationale  for  requesting  the  usually 
higher  Medicare  rates  and  for  reducing  services  to 
State  clients  if  the  State  does  not  comply. 

In  the  State  of  Washington,  the  pressure  to  raise 
Medicaid  rates  to  equal  Medicare  rates  has  sur- 
faced several  times  in  recent  years  in  the  form  of 
threats  to  halt  service.  One  large  home  health 
agency,  in  particular,  has  threatened  to  stop  serv- 
ing Medicaid  clients  three  times  because  the  State 
rate  was  below  both  their  Medicare  rate  and  their 
average  cost  per  visit. 

This  paper  analyzes  the  economics  of  home 
health  agencies  in  terms  of  the  historical  pattern  of 
cost  increases,  the  Medicare  policy  of  reimburse- 
ment based  on  average  costs  and  the  Washington 
State  Medicaid  policy  of  reimbursement  according 
to  fixed  rates.  As  an  example,  the  analysis  con- 
siders the  largest  home  health  agency  in  the  State, 
one  of  the  leaders  in  the  demand  for  higher 
Medicaid  rates.  This  agency,  claiming  that  the 
Medicaid  rates  do  not  approach  reimbursement  of 
their  average  per  visit  costs,  has  in  the  past  threat- 
ened to  reduce  service  to  State  clients  and  in  one 
recent  episode  took  action  not  to  accept  new 
clients. 

The  analysis  will  show  that  the  recent  rapid  rise 
in  per  visit  average  costs  the  agency  claimed  as  a 
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basis  for  State  rate  increases  is  due  to  a  decline  in 
the  number  of  visits  while  total  costs  were  in- 
creasing. Further,  it  will  be  shown  that  in  reducing 
the  number  of  visits  by  refusing  to  take  new 
Medicaid  patients,  the  agency  was  driving  its 
average  cost  per  visit  yet  higher. 

An  alternative  policy  of  increasing  rather  than 
reducing  visits  is  suggested.  Such  a  policy  is  shown 
to  reduce  the  agency's  average  cost  per  visit  to  a 
level  that  would  be  "covered"  by  the  fixed  State 
rate.  The  value  of  this  analysis  lies  in  providing 
State  governments  with  an  alternative  to  average 
cost  rate  setting,  an  alternative  which  addresses 
itself  to  State  budget  constraints  as  well  as 
economic  efficiency  in  the  home  health  program. 

Description  of  Visiting 
Nurse  Services 

The  twenty-eight  home  health  agencies  in  the 
State  of  Washington  provide  skilled  nursing  ser- 
vices, physical  therapy,  occupational  therapy, 
speech  therapy  and  home  health  aides  to  people  in 
their  homes.  The  patients  receiving  visiting  nurse 
services  have  normally  just  returned  from  a 
hospital.  Before  they  returned  home,  their  physi- 
cian directed  the  hospital  staff  to  arrange  for 
visiting  nurse  services.  At  that  point,  it  was  deter- 
mined whether  Medicaid,  private  insurance,  the 
patient,  or  anyone  else  would  pay  for  the  nurse 
visits.  Once  funding  was  assured  and  the  patient 
home,  the  visiting  nurse  service  provides  the 
intermittent  care  of  a  registered  nurse,  assisted 
where  necessary  by  other  staff  of  the  agency.  The 
duties  to  be  performed,  and  the  frequency  and 
duration  of  the  visits  are  those  already  prescribed 
by  the  patient's  physician.  The  role  of  each  home 
health  agency  is  thus  to  see  that  the  required  nurses 
and  other  staff  are  available,  that  scheduled  visits 
are  carried  out,  and  that  payment  is  obtained. 

In  the  State  of  Washington,  home  health 
agencies  in  1978  served  approximately  2,300 
Medicaid  clients,  providing  them  46,000  visits  at  an 


estimated  cost  of  $1.3  million.  The  agencies  vary  in 
size  from  1.5  to  48.9  nurses;  the  number  of  visits 
made  by  each  agency  also  varies  accordingly.  The 
ratios  of  visits  per  nurse,  however,  are  not  constant 
across  agencies,  nor  are  wage  rates  or  other  costs  of 
the  agencies.  Consequently,  the  total  cost  per  visit 
differs  from  agency  to  agency.  In  1977,  the  highest 
cost  per  visit  was  $44  and  the  lowest,  $  1 8,  with  eight 
agencies  at  the  $30  mark.1 

In  addition  to  variations  in  cost  among  the 
agencies,  costs  have  also  risen  rapidly  over  time.  In 
one  major  agency,  the  cost  per  visit  has  risen  71% 
over  the  last  five  years,  while  the  Consumer  Price 
Index  for  Seattle  went  up  only  51%.  The  response 
of  the  Medicare  program  and  the  State  of  Wash- 
ington's Medicaid  program  to  these  variations  in 
cost,  both  across  agencies  and  over  time,  is 
significantly  different. 


The  Medicare  Payment  System  for 
Visiting  Nurse  Services 

Using  legislative  mandates  contained  in  Title 
XVIII  of  the  Social  Security  Act,  the  Medicare 
program  has  accepted  both  variation  and  the 
increases  in  costs  by  using  a  very  simple  payment 
system.  Medicare  will  pay  for  a  visit  by  a  nurse  at 
the  rate  charged  by  the  agency,  or  the  actual  cost 
incurred,  whichever  is  lower.  For  instance,  the 
largest  agency  in  the  State  of  Washington  set  their 
rate,  charged  to  Medicare,  at  $34,  on  February  15, 
1978.  This  estimated  rate  was  based  on  the  follow- 
ing per  visit  costs  anticipated  throughout  1978: 


Nurse  $24.11 

Travel  1.36 

Space  Occupancy  .94 

Medical  Supplies  .14 

Administration  7.45 


1  Although  this  modal  rate  of  $30  per  visit  was  higher  than  the 
average  nursing  home  rate  of  $22  per  day,  the  number  of  visits  by 
a  nurse  to  a  home  health  client  in  a  typical  week  is  small  enough 
to  make  the  weekly  cost  of  home  health  services  less  than  that  in  a 
nursing  home.  The  typical  home  health  client  receives  two  visits 
per  week  for  a  total  weekly  cost  of  $60  compared  to  a  nursing 
home  resident  staying  seven  days  a  week  at  a  cost  of  $154  per 
week. 


These  estimates  were  approximately  15%  above 
the  most  recent  data  on  actual  cost. 

The  Medicare  rate  policy  results  in  each  agency 
setting  its  rate  on  the  basis  of  its  costs  projection  and 
being  paid  that  rate  by  Medicare  throughout  a 
fixed  period,  usually  a  year.  At  the  end  of  that 
time,  an  audit  will  be  done  by  Medicare.  If  the 
audit  shows  the  agency's  costs  to  be  below  its  rate, 
then  the  agency  must  return  the  excess  to 
Medicare.  On  the  other  hand,  if  agency  costs  are 
above  their  rate,  they  are  allowed  to  carry  forward 
the  difference  as  a  cost  in  the  next  two  years. 
Should  costs  equal  the  rate,  no  back  settlement  or 
carry  forward  is  necessary. 

The  effect  of  this  rate  system  is  to  allow  agencies 
to  be  reimbursed  at  a  rate  which  covers  their 
expected  costs.  If  expected  costs  are  higher  than 
present  costs,  for  whatever  reason,  then  the  rate  for 
the  next  period  can  be  increased.  Furthermore, 
with  the  rate  and  therefore  the  cash  flow  deter- 
mined by  the  agency  itself,  an  increase  in  the  rate 
can  be  directed  into  additional  expenditures  to 
insure  that  costs  are  high  enough  to  support  the 
rate,  after  some  small  time  lag.  The  judicious  use  of 
United  Way  or  other  block  grant  funds  can 
eliminate  even  this  lag. 


The  History  of  Rates  Paid  by  the  State 

On  the  basis  of  legislative  appropriation,  the 
State  of  Washington  normally  sets  a  maximum 
rate  per  visit.  The  State's  response  to  rising  costs, 
however,  has  been  uneven.  The  recent  history  of 
rate  increases  begins  with  a  long  dry  spell  from 
1969  to  1972  when  no  increases  took  place  because 
of  the  poor  condition  of  the  State  treasury.  The 
national  recession  and  a  local  depression,  caused 
by  massive  layoffs  in  the  aerospace  industry,  had 
reduced  State  funds  available  for  all  health  and 
social  services. 

In  1972,  a  series  of  threats  by  the  home  health 
agencies  to  reduce  services  forced  the  State  to  raise 
their  rates  to  those  of  the  Medicare  program.  A 
legislative  appropriation  to  cover  inflation  in  costs 
permitted  an  increase  in  the  following  year.  In  1974 
and  1978,  threats  were  again  made  and  the  State 
responded  by  raising  their  rates.  During  the  in- 
tervening years  the  rates  were  again  raised  by 
legislative  appropriation.  Table  1  details  this 
series  of  events. 
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TABLE  1 


Recent  Rates  Paid  by  the  State  of  Washington 
for  Visiting  Nurse  Services 


Max.  Rate 

Percentage 

Date 

Per  Visit 

Increase 

Reason 

7/1/69 

$  9.75 

12/1/72 

13.55* 

38% 

Threat 

3/1/73 

13.55 

Threat 

1/1/74 

14.23 

5% 

Legislation 

10/1/74 

22.50 

58% 

Threat 

7/1/75 

24.20 

7.4% 

Legislation 

7/1/76 

25.80 

6.7% 

Legislation 

7/1/77 

27.20 

5.5% 

Legislation 

2/1/78 

29.20 

7.4% 

Threat 

*King  County  only. 

The  threats  made  by  the  agencies  and  the  State's 
responses  reflect  the  impact  of  the  Medicare's 
unlimited  rate  setting  system  on  the  State's  fixed 
rate  system.  First,  in  July  1971,  the  single  largest 
agency  in  Washington  stopped  providing  home 
health  aides,  i.e.,  non-nurses,  to  Medicaid  patients 
because  the  rate  paid  was  too  low.  Over  a  year 
later,  in  October  1972,  they  threatened  to  expand 
this  policy  to  nurses'  visits.  The  agency  notified  the 
State  that  it  would  cease  serving  approximately  300 
Medicaid  clients  in  thirty  days.  This  led  to 
newspaper  articles,  editorials,  and  scores  of  letters 
on  the  disruption  in  patients'  lives  the  cessation  of 
service  would  cause.  The  State  responded  by  rais- 
ing its  rate  to  equal  Medicare's  for  that  agency.2 

A  similar  incident  took  place  in  1974.  The  State's 
largest  agency  again  threatened  to  halt  service  and 
on  October  1,  1974,  the  State  raised  its  maximum 
rate  to  the  agency's  Medicare  level. 

In  the  fall  of  1977,  this  agency  once  more 
appealed  for  a  rate  increase.  They  stated  that  their 
costs  were  above  the  State's  rate.  In  January  1978, 
the  agency  escalated  its  appeal  by  threatening  to 
halt  service.  After  a  review  of  the  agency's  cost 
data,  the  State  rate  was  increased  on  February  1, 
1978  to  match  an  estimate  of  their  costs  for 
January  1978.  The  new  State  rate  again  was  very 
close  to  their  January  1978  Medicare  rate. 

The  new  State  rate,  however,  was  not  satisfac- 
tory to  the  agency.  On  February  15,  1978,  they 
notified  the  States  that  no  additional  Medicaid 
clients  would  be  accepted  but  that  all  current 

2  Initially,  this  rate  increase  applied  only  to  agencies  in  King 
County  (Seattle).  In  March  1973,  after  appeals  from  other 
agencies,  this  rate  increase  was  extended  to  all  agencies  through- 
out the  State. 


clients  would  continue  to  receive  service.  On  the 
same  day,  they  raised  their  Medicare  rates  by 
$4.50,  to  $34.00,  or  a  15.5%  increase.  Thus  began  a 
period  of  negotiation  between  the  State  and  the 
agency. 

An  Economic  Analysis  of 
Visiting  Nurse  Services 

The  home  health  agency  argues  that  the  State 
rate  should  be  raised  to  the  new  Medicare  level 
because  the  agency's  present  costs  are  above  the 
State  rate.  This  argument  makes  use  of  the 
"average"  cost  concept.  The  agency  compares  their 
average  cost  per  visit  with  the  Medicare  rate  per 
visit,  on  one  hand,  and  the  State  rate  on  the  other, 
in  order  to  point  out  the  discrepancy  between  the 
low  rates.  With  the  agency's  present  average  costs 
above  the  State  rate,  the  argument  goes,  the  agency 
is  running  a  deficit  and  has  only  one  option;  reduce 
the  number  of  visits  by  placing  a  moratorium  on 
service  to  new  Medicaid  clients. 

The  following  analysis  attempts  to  demonstrate 
that  "average"  cost  is  not  the  proper  concept  to  use 
in  this  situation.  An  examination  of  "total" 
revenue  and  "total"  cost  will  show  that  there  are 
other  options  for  the  agency,  one  of  which  is  to 
expand  rather  than  contract  service.  Expansion,  it 
is  shown,  will  bring  the  average  costs  per  visit 
down  to  the  level  of  the  State  rate  and  eliminate  the 
current  deficit. 

The  relative  importance  of  the  various  cost 
concepts  is  best  illustrated  with  data  from  the 
agency  for  1976,  1977,  and  1978.  The  agency  ended 

1976  with  a  balanced  budget:  total  revenues 
equaled  total  costs.  For  the  last  half  of  1976,  the 
rate  charged  by  the  agency  to  Medicare  and  the 
State  was  the  same,  and,  oddly,  below  the  State's 
maximum  rate  by  $1.60. 

The  events  in  1977  were  not  as  well  balanced  for 
the  agency.  At  the  beginning  of  the  year,  they 
estimated  that  the  total  number  of  nurse  visits  to 
all  clients  in  1977  would  rise  from  41,050  to  47,063. 
Average  costs  were  also  projected  to  rise  from 
$24.23  to  $27.17  per  visit,  or  a  12%  increase. 
Inflation  in  wages  and  other  costs  accounted  for 
7%  of  the  increases;  and  expansion  of  staff  and 
equipment  above  and  beyond  the  requirements  of 
increased  visits  explained  the  remaining  5%. 

The  agency  raised  its  rate  several  times  during 

1977  to  reflect  cost  increases.  On  January  1,  1977, 
the  agency  was  charging  the  same  rate,  $24.20,  to 
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both  Medicare  and  Medicaid.  This  was  below  the 
State's  maximum  rate  of  $25.80.  On  April  1,  1977, 
the  agency  raised  both  their  Medicare  and 
Medicaid  rate  to  the  State  maximum,  $25.80. 
When  the  State  raised  the  maximum  rate,  follow- 
ing a  legislative  appropriation,  to  $27.20  on  July  1, 
1977,  the  agency  increased  their  rate  but  by  more 
than  the  $1.40  State  increase.  The  new  charge  to 
Medicare  was  $29.50.  This  rate  and  the  State's 
lower  maximum  of  $27.20  continued  unchanged 
for  the  remainder  of  1977. 

However,  in  late  1977,  the  number  of  Medicare 
clients  began  to  fall,  rather  than  rise  as  projected. 
By  the  end  of  the  year,  the  total  number  of  visits 
for  the  agency  was  2%  fewer  than  in  1976.  Total 
costs,  nevertheless,  had  increased,  almost  to  the 
level  originally  projected  for  1977.  Inflation  in 
wages  and  prices  had  continued,  and  additional 
staff  had  been  hired.  Consequently,  average  costs 
for  the  year  were  $29.61  per  visit,  well  above  the 
projected  $27.17  and  also  well  above  the  State  rate, 
which  for  the  last  half  of  the  year  had  remained  at 
$27.20.  They  exceeded  even  the  Medicare  rate  of 
$29.50.  For  1977,  as  a  whole,  the  agency's  budget 
was  in  deficit. 

The  projections  for  1978  were  equally  dismal: 


the  number  of  visits  was  expected  to  fall  further 
and  the  average  cost  per  visit  was  estimated  to  rise 
to  $33.17  per  visit.  With  revenues  from  Medicare 
declining  along  with  the  decreasing  number  of 
Medicare  patients,  and  revenues  from  State 
patients  constant,  the  apparently  fixed  costs  of  the 
agency  operation  meant  a  large  deficit  in  1978. 

The  agency  responded  in  two  ways.  First,  in 
September  1977,  they  appealed  for  an  increase  in 
the  State  rate.  On  the  basis  of  year  end  projections 
made  by  the  agency,  costs  per  visit  at  that  time 
were  expected  to  rise  to  $29.20  in  January  1978. 
After  a  review  of  the  cost  data  and  facing  the  threat 
of  cancellation  of  service,  Washington  raised  its 
rate  to  this  level  on  February  1,  1978.  Immediately, 
on  February  1,  1978,  the  agency,  in  a  second  move, 
raised  the  rate  charged  to  Medicare  from  $29.50  to 
$34.00. 

What  was  happening  to  the  agency's  average 
costs  and  the  reasoning  behind  its  action  is 
graphically  depicted  in  Figure  1. 

For  1976,  their  average  costs  were  $24.23  for 
41,050  visits  (Point  A).  They  expected  an  increase 
in  costs  to  $27.17,  based  on  inflation  and  hiring 
more  staff  to  raise  the  staff  to  visit  ratio.  The 
inflation  and  higher  staff  ratio  in  turn  were  ex- 
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pected  to  raise  their  average  cost  curve  from 
curve  1  in  1976  to  curve  2  in  1977.  Further,  the 
projected  increase  in  the  volume  of  visits  from 
41,050  in  1976  to  47,063  in  1977  would  result  in  a 
movement  along  the  new  cost  curve  2  to  Point  B. 
However,  because  the  volume  of  visits  actually  fell 
to  40,209,  the  agency  moved  back  up  average  cost 
curve  2  to  Point  C.  Since  total  costs  of  the  agency 
had  remained  high  while  the  number  of  visits  fell, 
the  average  costs  per  visit  rose  to  $29.61. 

In  1978,  the  agency  expected  a  further  decline  in 
visits  (to  37,650)  and,  due  to  inflation,  even  higher 
average  costs  of  $33.71,  Point  D.  Their  most  recent 
Medicare  rate  was  thus  set  at  $34.00  to  cover  this 
higher  "average"  cost. 

The  new  State  rate,  $29.20  in  February  1978,  did 
not  cover  these  costs.  The  agency  then  responded 
by  refusing  to  accept  new  clients  from  the  State. 
This  step  was  less  than  had  been  taken  in  the  past, 
when  they  had  threatened  to  refuse  service  to  all 
State  clients.  But  assuming  staff  costs  and  other 
costs  remain  constant,  the  reduction  in  the  number 
of  visits  would  further  drive  up  average  costs. 

Rather  than  decrease  the  number  of  visits  and 
raise  average  costs,  the  agency  could  adopt  an 
alternative  policy:  increase  the  number  of  visits. 


This  would  lower  average  costs  and,  as  will  be 
shown,  reduce  the  deficit.  The  decrease  in  average 
costs  occurs  because  present  agency  staff  was  hired 
to  make  20%  more  visits  than  they  are  currently 
doing.  Accordingly,  additional  visits  could  be 
made  with  no  increase  in  staff  costs;  the  only 
increase  in  total  costs  would  be  for  transportation 
and  supplies  for  each  additional  visit.  These  latter 
costs  would  be  much  less  than  the  additional 
revenue  received  from  the  State.  Since  an  extra 
visit  adds  more  to  total  revenue  than  it  does  to 
total  cost,  the  deficit — the  difference  between  total 
cost  and  total  revenues — would  decrease  with  each 
additional  visit. 

The  elimination  of  the  deficit  can  also  be  viewed 
in  Figure  2  below  where  total  costs  and  total 
revenues  are  graphed.  Total  costs  at  the  expected 
volume  of  37,650  visits  for  1978  exceeds  total 
revenue  and  the  deficit  is  represented  by  the  dis- 
tance between  the  two  lines.  If  the  volume  of  visits 
increased,  total  costs  would  rise,  but  at  a  slower 
rate  than  total  revenue.  At  a  volume  of  48,890 
visits,  total  revenues  would  equal  total  costs,  and 
the  deficit  would  be  eliminated. 

The  changes  in  total  cost  and  total  revenue  due 
to  increased  visits  are  also  reflected  in  Figure  l's 
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average  cost  curves.  If  the  number  of  visits  in- 
creased from  37,650  to  48,890,  the  average  cost 
would  fall  from  $33.71  to  $29.20,  in  Figure  1  from 
point  D  to  point  E.  With  this  higher  number  of 
visits,  average  costs  would  also  equal  the  State's 
rate  of  $29.20.  With  the  State  rate  equal  to  the 
agency's  average  cost,  the  agency's  deficit  would  be 
eliminated  and  the  budget  would  be  balanced.  To 
sum  up  succinctly,  greater  volume  reduces  unit 
costs. 


Summary 

This  paper  has  examined  the  costs  of  operating  a 
home  health  agency  and  the  relationship  of  those 
costs  to  rates  paid  by  the  Medicare  program  and 
the  State  of  Washington's  Medicaid  program. 
Under  both  programs,  the  traditional  cost  concept 
used  for  setting  rates  has  been  the  "average  cost" 
per  visit  by  a  nurse.  As  with  most  products  or 
services,  the  "average  cost"  of  a  visit  has  been  rising 
over  time  because  of  increasing  wage  rates  and 
rising  prices  of  such  input  as  supplies  and  transpor- 
tation. Additionally,  the  "average  costs"  of  some 
agencies  have  been  rising  because  the  number  of 
visits  has  fallen,  while  total  costs  have  remained 
constant  or  fallen  proportionately  less  than  the 
decline  in  visits.  The  distinction  between  increases 
in  "average  cost"  due  to  inflation  in  wages  and 
prices,  and  increases  due  to  declining  numbers  of 
visits  is  important  because  the  agencies  use  the 
average  cost  data  to  argue  for  higher  State  rates 
and  average  costs  are  recognized  in  Medicare's  rate 
setting  system. 

Home  health  agencies  in  the  State  of  Wash- 
ington are  demanding  that  the  State  reimburse 
their  actual  average  costs,  as  the  Medicare  pro- 
gram does,  rather  than  at  the  present  fixed  maxi- 
mum rate.  Approximately  16  agencies  have  aver- 
age costs  above  the  State's  maximum  rate  and 
serve  about  77%  of  the  Medicaid  population  re- 
ceiving home  health  services.  For  these  agencies, 
Medicare's  policy  of  paying  for  average  costs 
serves  as  a  highwater  mark  in  their  argument  for 
higher  State  rates.  Even  worse,  the  Medicare  policy 
is  occasionally  used  as  an  excuse  for  not  serving,  or 
even  dropping  Medicaid  clients  when  the  State  rate 
is  below  the  Medicare  rate. 

One  agency  in  the  State  of  Washington  has  on 
several  occasions  threatened  to  withdraw  service 
because  the  State  rate  was  below  Medicare's  and 
their  average  cost.  In  early  1978,  average  costs  for 


this  agency  had  risen  approximately  20%  above  the 
State  rate  and  the  agency  refused  to  accept  any  new 
Medicaid  clients.  In  this  discussion,  we  have  at- 
tempted to  show  that  the  increase  in  "average  cost" 
for  this  agency  was  due,  in  large  part,  to  a  decline 
in  the  volume  of  visits.  The  agency  had  hired 
additional  staff  in  anticipation  of  an  increase  in 
visits  in  1977.  Resulting  higher  total  costs,  when 
spread  across  an  actual  number  of  visits  smaller 
than  expected,  and,  in  particular  smaller  than 
normally  experienced,  caused  a  rapid  increase  in 
"average  costs." 

Furthermore,  it  is  submitted  that  the  agency's 
policy  of  reducing  services  because  the  State  rate 
was  below  agency  "average  costs"  only  further 
exacerbated  the  problem,  increasing  average  costs. 
If  total  costs  remain  constant  or  relatively  inflexi- 
ble, a  decline  in  the  number  of  visits  will  raise 
average  costs.  In  the  particular  agency's  case  re- 
ported in  this  paper,  total  costs  did  not  decline  as 
fast  as  the  number  of  visits  declined  in  the  last  half 
of  1977.  With  the  volume  of  visits  falling  and  the 
average  year-end  costs  well  above  the  State  rate, 
the  agency  asked  for  a  higher  rate  from  both 
Medicare  and  the  State  to  cover  these  higher 
average  costs. 

The  response  by  the  Medicare  program  to  the 
agency's  higher  average  costs  differed  from  that  of 
the  State.  Medicare  accepted  the  new  higher  rates, 
based  on  the  higher  average  costs.  The  State, 
however,  raised  its  maximum  rate  only  slightly  to 
reflect  inflation,  and  did  not  recognize  the  in- 
creases in  average  costs  due  to  decline  in  volume. 
Consequently,  the  agency  continued  to  lobby  for  a 
Medicaid  rate  equal  to  Medicare's  (and  its  average 
cost),  but  modified  its  threat  to  halt  all  service  by 
only  placing  a  moratorium  on  new  State  clients. 

An  alternative  policy  for  the  agency  is  suggested 
in  the  paper:  when  average  costs  are  above  the 
State  rate,  the  agency  should  look  for  ways  to 
increase  total  visits  without  increasing  total  costs. 
Just  as  a  hospital  can  lower  average  costs  by  filling 
empty  beds,  a  home  health  agency  can,  by 
expanding  visits  without  a  proportionate  increase 
in  total  costs,  reduce  the  average  cost  per  visit.  In 
the  case  presented  in  this  paper,  a  twenty  percent 
increase  in  visits  is  shown  to  bring  average  cost 
down  to  the  present  State  rate.  At  this  point  the 
State  rate  would  equal  the  agency's  average  cost. 
(Medicare's  final  audited  settlement  would  also  be 
at  this  rate.)  More  importantly,  State  funds  would 
have  been  used  to  expand  service,  rather  than  to 
simply  cover  higher  costs. 
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For  any  State  government  purchasing  home 
health  services,  this  case  explores  some  of  the  perils 
of  setting  rates  based  on  average  costs.  A  broader 
review  of  cost  data  from  the  home  health  agencies 
is  necessary  if  a  State  program  manager  is  to 
understand  the  underlying  economic  factors  in 
their  operation.  To  use  only  the  "average  cost" 
concept  of  the  Medicare  program  is  to  leave  a  State 
open  to  unending  pressure  for  higher  rates,  rather 
than  for  expanding  service  at  current  rates. 

Conclusion 

Medicare,  under  Federal  statute,  must  reimburse 
for  services  based  on  cost  incurred  and  the  reason- 
ableness and  propriety  of  these  costs  vis-a-vis  the 
necessity  of  such  expenses  for  efficient  delivery  of 
services.  Medicaid  on  the  other  hand  (while  tied  to 
the  Medicare  cap,  i.e.,  Medicaid  cannot  pay  more 
for  such  services  than  Medicare)  does  have  consi- 
derable flexibility,  flexibility  that  permits  exploring 
reimbursement  approaches  best  suited  to  circum- 
stances within  the  State.  It  is  hoped  that  this 
analysis  may  open  up  new  paths  for  States  to 


explore  when  determining  rates  for  home  health 
services  under  the  Medicaid  program. 

In  fact,  the  principle  of  greater  volume  resulting 
in  lower  unit  cost,  may  be  and  has  been  applied  by 
diverse  purchasers  of  services/ products  to  effi- 
ciently manage  purchasing  funds.  In  the  Medicaid 
program,  other  considerations  and  constraints  (the 
nature  of  human  services  programs,  freedom  of 
choice,  etc.)  can  complicate  the  process,  but  do  not 
negate  the  principle. 

Certainly,  Medicaid,  as  a  volume  purchaser  of 
services  in  the  health  care  arena,  should  seek 
opportunities  to  contain  health  care  costs,  direct- 
ing public  funds  toward  expanded  services  and 
better  care,  while  assuring  equitable  payment  for 
providers.  This  by  no  means  is  a  simple  task;  this 
article  addresses  just  one  facet  of  the  cause  and 
effect  of  rising  health  care  costs  and  suggests  that 
examining  the  ways  in  which  providers  calculate 
average  cost  may  well  benefit  Medicaid  program 
management. 


Charles  Miller  is  currently  Chief,  Office  of  Nursing  Home 
Affairs  for  the  State  of  Washington.  At  the  time  of  this  article, 
he  was  Chief,  Office  of  Vendor  Rates  and  Standards.  He  has  a 
Ph.  D.  in  Economics  from  Yale  University. 
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MASSACHUSETTS  COST-EFFECTIVENESS  PROJECT: 
AN  EXPERIMENT  IN  COOPERATION 


by  ANTHONY  W.  ROGERS 


The  Massachusetts  Cost  Effectiveness  project 
represented  a  2'/2  year  effort  by  Massachusetts 
Medicaid  to  use  professionally  developed  medical 
standards  to  control  over-utilization  without 
harming  quality  of  care.  Started  in  1975,  the 
project  was  one  of  the  first  of  its  kind,  with  its 
attempt  to  combine  sound  medical  practices  and 
fiscal  control,  by  limiting  use  of  certain  drugs  and 
procedures  in  treating  Medicaid  patients,  and 
eliminating  the  use  of  others. 

Defunct  six  months  early  due  to  loss  of  funding, 
the  project  nevertheless  provided  significant  expe- 
rience and  benefits  to  Massachusetts  Medicaid 
staff,  as  well  as  positive  interaction  with  the  State's 
medical  community.  For  these  reasons,  we  believe 
that  this  project  offers  important  lessons,  regard- 
less of  its  early  termination;  there  are  lessons  to  be 
learned  from  any  project.  This  one  offers  valuable 
insights  and  a  tantalizing  glimpse  of  program 
management  possibilities  for  any  State. 

This  project  was  designed  to  test  whether 
medical  criteria  could  be  used  to  reduce  inappro- 
priate or  ineffective  medical  care  given  Medicaid 
patients.  Quite  simply,  its  goal  was  to  assure  that 
each  Medicaid  dollar  was  being  spent  wisely  and 
effectively.  A  primary  feature  of  the  project  was  its 
cooperative  base:  State  staff,  medical  groups,  and 
medical  experts  worked  together  to  develop  the 
project's  medical  criteria.  Noted  outside  medical 
experts  worked  closely  with  Medicaid  agency  staff 
to  assure  that  medical  care  guidelines  were  both 
medically  appropriate  and  tailored  to  the  specific 
needs  of  the  Medicaid  program.  Control  of  the 
development  process  remained  in  the  hands  of  the 
Medicaid  agency.  This  is  in  contrast  to  many 
criteria  projects  in  which  the  entire  development  is 
farmed  out  to  consulting  firms  or  PSROs,  with  all 
too  frequently  a  lack  of  cooperation  between 
Medicaid  and  the  group  creating  the  guidelines. 

The  project  had  a  complement  of  12  Medicaid 
staff.  Twelve  medical  committees  were  formed,  to 
consider  criteria  in  the  areas  of  ambulatory  and 
long  term  care.  Their  work  produced  criteria  for 


the  following  topics:  peripheral  vascular  drugs; 
analgesic  drugs;  home  use  of  oxygen;  transporta- 
tion; eye  care  and  glasses;  psychotropic  drugs; 
physical  therapy;  dentures  in  nursing  homes;  den- 
tistry; psychiatric  day  treatment;  and  long  term 
care  transfer  policy. 

The  criteria  were  service-specific;  that  is,  the 
committee  started  with,  and  developed  criteria 
around,  the  good  or  service.  This  was  a  unique 
feature,  since  most  other  criteria  that  exist,  such  as 
AMA's,  are  diagnosis-specific.  Service-specific 
criteria  were  chosen  since  Medicaid  pays  for  a 
good  or  service,  not  a  diagnosis;  thus  most  conven- 
tionally developed  criteria  are  inappropriate  for 
Medicaid  usage. 

The  Massachusetts  PSROs/ Medical  Care  Foun- 
dations, and  the  Massachusetts  Medical  Society 
were  represented  on  virtually  every  committee,  and 
the  range  of  experts  who  served  on  the  committee 
was  impressive,  in  part  because  Massachusetts  is 
such  fertile  medical  ground.  Methodology  will  be 
discussed  later  in  this  article  when  specific  criteria 
projects  are  discussed. 

The  developed  criteria  fulfilled  expectations  in 
terms  of  quality  and  appropriateness  for  Medicaid 
usage.  The  criteria  were  generally  praised  by 
medical  professionals  who  reviewed  them;  in  addi- 
tion, the  criteria  have  worked  well  in  a  Medicaid 
setting. 

The  dollar  impact  of  the  criteria  looks  promis- 
ing, but  will  be  impossible  to  judge  completely, 
because  of  problems  with  the  data  base,  and 
because  funding  for  the  evaluation  portion  of  the 
project  was  withheld.  Since  the  data  base  did  not 
extend  back  far  in  time  (the  result  of  a  weak  pre- 
MMIS  Medicaid  data  collection  system)  and  since 
there  was  difficulty  in  evaluating  an  ongoing  pro- 
gram without  the  use  of  control  groups,  the  Health 
Care  Financing  Administration/ HEW  believed  an 
accurate  evaluation  would  be  impossible,  and 
therefore  ended  demonstration  funding  for  the 
evaluation.  However,  the  criteria  developed  by  the 
project  have  been  and  will  continue  to  be  used  by 
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the  Massachusetts  Medicaid  program;  the  benefits 
of  the  project  have  not  been  lost  because  of  the 
funding  cutoff. 


Problems  Encountered 

Lacking  a  proper  evaluation,  it  is  difficult  to 
suggest  what  parts  of  the  project  could  be  most 
usefully  adopted  by  other  States.  Therefore,  in 
discussing  the  value  and  benefits  of  the  project,  we 
will  focus  first  on  some  of  the  problems  encoun- 
tered, which  in  themselves  may  be  as  educational 
as  the  successes. 

1.  Project  Parameters 

Early  in  the  project  SRS/HEW*  decided  to 
exclude  hospital  care  from  the  review  and 
criteria  development  process.  This  decision  was 
at  the  request  of  Massachusetts'  PSROs,  who 
believed  that  developing  criteria  in  that  area 
was  legitimately  their  responsibility.  This  deci- 
sion left  us  with  ambulatory  and  long  term  care 
as  areas  in  which  to  develop  criteria.  The 
eliminated  areas  totalled  approximately  45%  of 
the  Massachusetts  Medicaid  budget,  thereby 
blunting  the  potential  impact  of  the  project. 

2.  Difficulty  In  Finding  Subject  Matter 

Staff  swiftly  encountered  difficulty  in  choosing 
topics  within  the  ambulatory  and  long  term 
care  fields  that  would  have  a  significant  impact 
and  be  amenable  to  evaluation.  Major  areas, 
such  as  physician  office  visits,  required  exces- 
sive monitoring  costs.  One  major  problem  was 
the  data,  and  the  type  of  information  collected 
from  claim  forms.  Given  the  pre-MMIS  data 
system,  there  was  no  way  of  knowing,  without 
excessive  monitoring,  what  diagnosis  or  treat- 
ment a  visit  was  billed  for.  The  majority  of  long 
term  care  costs  (except  ancillary  services)  were 
lump  sum  payments  not  amenable  to  review,  and 
already  covered  by  level-of-care  guidelines.  It 
was  possible  to  evaluate  other  areas,  such  as 
eyeglasses,  but  these  costs,  while  sizable,  were 
minor  in  terms  of  overall  Medicaid  program 
costs.  The  project  was  left  with  several  major 
areas — drugs,  dentistry,  and  mental  health — 
and  several  specific,  but  limited  topics,  such  as 
oxygen  and  transportation. 


*The  Social  and  Rehabilitation  Service  (SRS)  administered 
Medicaid  at  the  Federal  level  before  the  creation  of  the  Health 
Care  Financing  Administration  in  1977. 


3.  PSROs 

The  project  ended  up  in  unexpectedly  pro- 
tracted negotiation  with  the  five  PSROs  in 
Massachusetts  (and  with  HEW  over  the 
PSROs)  about  the  scope  and  future  of  the 
project.  These  negotiations  were  not  only  costly 
in  terms  of  time  (it  took  over  a  year  and  a  half 
to  come  to  agreement),  but  in  terms  of  creating 
a  climate  where  staff  felt  they  were  constantly 
walking  on  political  egg  shells.  It  would  have 
been  beneficial  if  these  bureaucratic  difficulties 
had  been  foreseen,  and  resolved  before  the 
project  got  underway. 

The  result  was  that  for  the  first  year,  while  an 
agreement  was  being  negotiated,  the  project 
participants  tackled  only  relatively  non- 
controversial  topics  such  as  peripheral  vascular 
drugs  and  eyeglasses,  and  waited  until  the 
second  year  to  develop  criteria  for  more  contro- 
versial topics,  such  as  psychotropics  and  anal- 
gesic drugs. 

4.  Medicaid  Problems 

Having  convinced  HEW  that  the  project  was 
worthwhile,  and  the  PSROs  that  we  were  not 
enfringing  on  their  review  areas,  further  diffi- 
culties occurred  in  actually  implementing  the 
criteria  within  the  Medicaid  program  itself.  The 
project  was  trying  to  inject  the  systematic  use  of 
medical  expertise  into  Medicaid  administrative 
decision-making.  Some  program  managers  saw 
this  as  creating  a  great  deal  more  work  for 
already  over-worked  staff,  or  as  a  threat  to  their 
control  of  the  program.  Implementation  proved 
to  be  slow  and  cumbersome;  patient  and  per- 
sistent persuasion  was  needed  to  solve  prob- 
lems, and  push  the  project  through.  Many  of 
these  problems  encountered,  of  course,  are 
found  in  any  bureaucracy,  as  most  systems 
resist  change,  due  to  institutional  inertia.  In  the 
end,  virtually  all  managers  were  happy  with  the 
results,  but  the  negotiating  effort  required  was 
major. 

Problems  were  by  no  means  the  rule  within  the 
Medicaid  agency,  it  is  important  to  add.  The 
majority  of  Medicaid  managers  were  suppor- 
tive, and  indeed  anxious  for  constructive 
change.  The  project  could  not  have  proceeded 
without  them,  but  the  amount  of  difficulty 
encountered,  and  the  effort  required  to  move 
our  own  bureaucracy  was  unanticipated. 
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Successes  of  the  Project 

While  the  Cost-Effectiveness  Project  had  consi- 
derable problems,  its  successes  will  have  significant 
impact  on  Massachusetts. 

In  public  health  programs,  the  delineation  be- 
tween administrative  and  medical  decisions  grows 
increasingly  finer,  and  too  often  Medicaid  has 
based  medically-significant  administrative  deci- 
sions on  administrative  necessity  or  the  advice  of 
internal  medical  consultants  only.  Perhaps  the 
greatest  accomplishment  of  the  project  has  been 
instilling  in  the  minds  of  Medicaid  managers  the 
wisdom  of  looking  for  the  best  outside  medical 
evidence  before  making  administrative  decisions. 

The  use  of  outside  medical  expertise  and  evi- 
dence created  the  concurrent  success  of  bringing 
government  and  medicine  into  a  closer  working 
relationship.  Initial  agreements  to  work  with  the 
project  were  signed  by  the  five  Massachusetts 
PSRO/ Medical  Care  Foundations  and  the  Massa- 
chusetts Medical  Society.  These  groups  were  given 
representation  on  the  criteria-setting  committees, 
and  right  to  preliminary  review  of  guidelines. 
However,  the  committees  and  the  Medicaid  agency 
retained  final  authority  on  criteria.  In  addition, 
agreements  were  signed  with  three  of  the  PSROs 
for  ambulatory  review  cases,  where  guidelines  or 
criteria  were  violated.  Numerous  societies  rep- 
resenting medical  specialties  as  well  were  rep- 
resented on  the  project's  medical  committees. 

Historically,  antagonism  in  the  State  between 
Medicaid  and  organized  medicine  was  substantial. 
However,  at  least  in  this  limited  case,  the  commu- 
nication gap  was  bridged,  and  longstanding 
suspicion  between  government  and  medicine 
proved  ill-founded.  The  criteria  developed  have 
met  with  widespread  approval  and  respect  from 
medical  experts  who  have  reviewed  them.  Since 
government  and  medicine  will  probably  grow 
closer,  not  more  distant,  with  the  advent  of  Na- 
tional Health  Insurance,  this  result  is  not 
insignificant. 

A  further  beneficial  result  is  that  Medicaid  cli- 
ents are  receiving  better  medical  care.  Criteria  and 
guidelines  have  led  to:  reduced  use  of  unnecessary 
drugs;  assurance  that  social  factors  are  considered 
in  nursing  home  placement  and  transfer  decisions, 
and  that  patients  are  able  to  withstand  the  trauma 
involved  with  any  planned  move;  the  retention  of 
existing  teeth  for  older  patients,  when  possible,  and 
assurances  that  dentures  are  used  and  usable;  more 
rapid  delivery  of  service  in  some  areas  of  dental  care 


and  medical  supplies,  as  some  prior  approval  re- 
quirements have  been  removed;  reduction  of  radi- 
ation over-exposure  in  dentistry  for  children;  elim- 
ination of  certain  dangerous  drug  combinations 
from  the  pharmacy  program;  and  assessment  and 
appropriate  placement  in  the  mental  health  system 
for  patients  requesting  psychiatric  day  treatment. 

Because  there  was  no  project  evaluation,  we 
have  been  unable  to  determine  cost  savings  with 
any  degree  of  precision.  Of  the  $600  million  in 
Medicaid  payments  in  Massachusetts  in  FY  1977, 
criteria  were  developed  for  service  categories  worth 
$20  million.  Projected  cost  saving  for  those  catego- 
ries was  placed  at  $4  million,  given  full  guideline 
implementation. 

Two  areas  where  more  detailed  savings  estimates 
were  developed  are  eye  care  and  transportation.  In 
eye  care,  State  adoption  of  committee  guidelines 
produced  a  29%  decrease  in  approvals  for  two 
pairs  of  glasses  (often  replacing  these  with  bifo- 
cals), for  a  minimum  saving  of  $7,500.  A  90-95% 
decrease  in  prescriptions  for  tinted  glasses  led,  at  a 
minimum,  to  a  saving  of  $54,000.  However,  instead 
of  adopting  committee  recommendations  to  cut 
back  on  photochromatic  lenses,  the  Medicaid 
agency  eliminated  this  service  altogether.  There  is 
of  course  a  possibility  that  some  people  needing 
these  lenses  may  not  have  received  them,  but  the 
committee  determined  that  photochromatic  lenses 
were  actually  only  needed  for  rare  eye  conditions. 
Total  estimated  savings  for  the  4/76-3/77  period 
for  eye  care  were  $71,000,  on  an  annual  expendi- 
ture of  $152,000  for  guideline  covered  services. 

For  non-emergency  medical  transportation, 
criteria  were  implemented  in  May,  1977.  The 
criteria  defined  those  non-emergency  conditions 
for  which  an  ambulance  is  always  required.  The 
average  cost  per  non-emergency  ambulance  trip, 
one  way,  is  $42.19.  By  replacing  non-medically 
necessary  ambulance  trips  with  less  expensive  taxi 
($13.24  per  trip)  or  chair  car  ($15.22  per  trip) 
services,  savings  can  be  considerable.  In  actuality 
annual  savings  have  amounted  to  $115,000.  A 
concurrent  decrease  was  also  noted  in  emergency 
ambulance  use,  although  this  service  was  not 
covered  by  the  guidelines. 

On  other  projects,  few  hard  estimates  have  been 
made  as  to  savings  because  of  non-evaluation  and 
questionable  data.  However,  some  projected  cost 
savings  (there  is  no  hard  data  here)  include: 
$619,000  through  criteria  for  analgesic  drugs;  and 
$535,000  through  criteria  in  the  area  of  oxygen  and 
respiratory  equipment,  where  some  of  the  savings 
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are  realized  through  reduced  hospitalization  as  a 
result  of  preventing  mis-utilization. 

Finally,  the  Cost-Effectiveness  Project  has  been 
useful  in  bringing  to  Medicaid  administrators 
much  utilization  data  that  had  not  been  available 
previously.  In  Massachusetts,  which  is  just  now 
developing  an  MM1S  system,  much  data  necessary 
to  monitoring  criteria  usage  was  not  available.  The 
Cost-Effectiveness  Project,  using  time-sharing  and 
other  computer  systems,  corrected  this  deficiency. 
While  the  technology  existed  before,  the  impetus 
for  utilizing  it  did  not  until  the  Cost-Effectiveness 
Project  came  along.  Much  of  the  data  collected  is 
now  used  by  the  Medicaid  agency  on  a  routine 
basis,  i.e.,  expenditure  data  organized  by  date  of 
service.  Also,  the  newly  collected  data  has  been 
extensively  used  by  the  Bureau  of  the  Budget, 
Dept.  of  Welfare,  in  performing  program  analysis 
and  cost  projections.  The  report  designed  to  moni- 
tor peripheral  vascular  drug  usage  has  become  the 
model  for  other  Massachusetts  program  monitor- 
ing systems.  Ironically,  the  insufficient  data  base, 
which  HEW  perceived  as  a  bar  to  effective  evalua- 
tion, will  no  longer  be  a  problem  to  future  projects 
in  Massachusetts. 


The  Process 

Initially,  medical  goods  and  services  in  the 
ambulatory  and  long  term  care  areas  were  selected 
for  possible  criteria  development  on  the  basis  of 
cost,  suspected  inappropriateness,  or  evidence  of 
ineffectiveness,  and  also  anticipated  feasibility  of 
criteria  development.  Each  possible  item  was  ana- 
lyzed carefully  to  determine  the  benefits  interven- 
tion could  bring.  Comparative  analysis  among 
items  was  performed  to  determine  the  magnitude 
of  benefits. 

If  substantive  analysis  of  a  problem  revealed  that 
its  solution  was  medical  in  nature,  we  proceeded  to 
develop  criteria.  If  analysis  revealed  that  the  solu- 
tion to  a  problem  was  basically  non-medical, 
policy  and/ or  administrative  changes  were 
recommended  to  the  Medicaid  program. 

Items  chosen  for  criteria  development  under- 
went intensive  research  by  four  staff  analysts.  This 
resulted  in  an  issue  paper,  which  formed  the  basis 
for  committee  discussion.  To  develop  the  paper, 
information  and  data  on  Medicaid  expenditures 
were  compiled,  and  experts  in  the  field  were  inter- 
viewed. 

Committees  of  medical  experts,  including  na- 

38 


tionally  known  specialists,  representatives  of  spe- 
cialty societies  and  members  of  PSROs  and  the 
Massachusetts  Medical  Society  were  given  the 
responsibility  for  developing  criteria.  The  Ameri- 
can Academy  of  Pediatrics,  the  Optometric  Associ- 
ation and  the  Thoracic  Society  are  examples  of 
types  of  groups  involved  in  the  process.  Other 
experts  were  located  through  inquiry  (invariably 
certain  names  in  each  specialty  would  be  recom- 
mended) and  through  local  medical  schools. 

Because  committee  meetings  are  costly  in  time 
and  resources,  every  effort  was  made  to  confine  the 
sessions  to  criteria  development.  Therefore,  pre- 
liminary briefings  were  held  with  all  members  to 
convey:  1)  the  legal  basis  for  criteria  development; 
2)  the  role  of  the  Department  of  Public  Welfare  in 
operating  the  Medicaid  program;  3)  the  relation- 
ship of  the  project  to  the  Federal  government;  and 
4)  stringent  State  policies  against  conflict  of 
interest  among  contractors. 

Associate  Project  Directors,  or  facilitators, 
chaired  committee  meetings  to  keep  the  discussion 
on  course,  and  to  focus  the  committee  on  realizable 
objectives.  While  their  job  was  to  help  develop 
consensus  among  the  members,  these  "facilitators" 
themselves  did  not  take  part  in  the  final  consensus. 
In  addition,  the  facilitators  served  as  a  focal  point 
for  communication  with  the  committee  and  for 
consulting  and  coordinating  with  others,  such  as 
the  General  Counsel  (for  legal  interpretation),  the 
Assistant  Commissioner  (for  coherence  with  De- 
partmental goals)  and  affected  providers  (to  assess 
opposition  and  receive  testimony.) 

Before  final  adoption,  criteria  were  circulated  to 
PSROs,  the  Medical  Society,  and  other  groups  for 
comment.  The  next  step  was  to  turn  the  criteria 
into  official  Medicaid  policy;  this  was  accom- 
plished, but  as  mentioned  earlier  the  process — 
comment  periods  and  sign-offs — proved  some- 
what cumbersome. 

In  enforcing  adopted  guidelines,  the  accent  was 
on  education.  Implementation  usually  started  with 
an  educational  issuance,  as  we  believed  that  three 
factors — basis  for  the  committee  decision,  direc- 
tion of  future  Medicaid  policy,  and  aggregate  cost 
to  the  State — would  influence  provider  behavior 
toward  desired  outcomes. 

In  most  instances,  criteria  were  next  incorpo- 
rated into  Medicaid  guidelines  for  peer  review.  In 
some  cases,  such  as  certain  areas  of  analgesics, 
stop-payment  codes  were  entered  into  the  claims 
processing  system.  The  reporting  capacity  of  the 
claims  processing  system  was  then  used  to  screen 


for  providers  with  aberrant  patterns  of  practice. 
The  department  then  directed  a  further  education 
effort  at  these  providers.  If  the  departure  from  the 
criteria  was  serious  and  /or  recurring,  and  if  the 
provider  could  not  provide  sufficient  explanation 
for  his/her  behavior,  the  provider  was  given  the 
opportunity  for  peer  review. 

Of  course,  the  mechanics  of  implementation 
have  differed  from  item  to  item.  Generally,  the 
following  elements  appeared  in  each  implementa- 
tion plan:  1)  general  education;  2)  directed  educa- 
tion (communication  with  those  failing  screening 
criteria);  3)  peer  review;  and  4)  administrative  ac- 
tion. 


Two  Projects 

To  illustrate  the  problems  and  successes  of  the 
project,  as  well  as  its  working  method,  two  specific 
projects  will  now  be  discussed  in  greater  detail: 
peripheral  vascular  drugs  and  psychiatric  day 
treatment. 

Before  any  major  topics  were  tackled,  a  couple 
of  small  pilot  studies  tested  the  concepts  behind  the 
project.  One  attempted  to  prevent  unnecessary 
prescription  of  eyeglasses.  As  described,  the 
number  of  double  prescriptions  was  reduced,  par- 
tially through  the  use  of  bifocals,  and  it  was 
determined  that  most  of  the  occurring  use  of  tinted 
and  photochromatic  lenses  was  not  medically 
necessary.  A  second  pilot  studied  the  problem  of 
dental  care  in  nursing  homes.  Often,  dentures  given 
to  patients  were  unused  or  unusable,  and  existing 
teeth  were  pulled  unnecessarily.  The  guidelines 
aimed  to  eliminate  excess  dental  work,  make  sure 
that  dentures  were  usable,  and  save  existing  teeth. 


Peripheral  Vascular  Drugs 

In  the  early  stages,  before  full  funding  had  been 
approved  and  while  negotiations  with  the  PSROs 
were  still  going  on,  it  was  decided  to  develop 
criteria  for  at  least  one  category  of  drugs.  We  felt 
that  drugs  would  provide  greater  impact  than  the 
pilot  study  areas,  and  would  be  a  good  starting 
place  for  regular  projects  under  the  grant. 

The  major  difficulty  was  finding  a  category  of 
drugs  that  would  not  be  so  controversial  as  to 
worsen  an  already  precarious  political  situation, 
and  on  which  sufficient  usable  data  existed  to 
permit  monitoring  and  evaluation.  Analgesics  and 


psychotropic  drugs  were  eliminated  for  political 
reasons  (although  they  were  done  in  the  second 
year  once  agreements  with  the  PSROs  had  been 
signed).  Evidence  did  exist  that  peripheral  vasodi- 
lators (PVDs)  were  widely  overprescribed,  espe- 
cially in  nursing  homes.  It  was  decided  that  they 
would  be  a  good  drug  category  to  start  on. 

The  only  problem  here  concerned  the  data 
necessary  to  monitor  and  evaluate  the  usage  of 
these  drugs  before  and  after  criteria.  The  data 
system  of  Massachusetts  Medicaid  was  at  that  time 
a  "mixed  bag,"  comprising  three  separate  compu- 
ter systems  which  ranged  from  good  to  abysmal 
and  which  were  run  by  two  different  organizations, 
one  private  and  one  public.  (An  MMIS  system  is 
now  being  contracted  for,  which  will  greatly 
improve  the  data  system.)  Drugs  fell  into  this 
"good"  system  (which  was  one  of  the  reasons  drugs 
were  chosen  for  criteria  development  in  the  first 
place).  However,  even  in  this  "good"  system,  the 
only  date  listed  for  provision  of  drugs  was  date  of 
payment  by  Medicaid,  not  the  date  the  drugs  were 
provided  by  a  pharmacist.  This  made  difficult,  if 
not  impossible,  the  task  of  adequately  evaluating 
the  effect  of  the  criteria,  since  date  of  payment  was 
up  to  90  days  after  date  of  service. 

The  problem  was  solved  by  generating  an  entire 
new  series  of  reports  based  on  date  of  service, 
rather  than  date  of  payment.  These  reports  in- 
cluded all  ambulatory  care  services  covered  by  the 
good  data  system.  With  this  massive  new  amount 
of  data,  we  were  able  to  monitor  and  evaluate  not 
only  drugs,  but  other  areas  as  well,  and  Massachu- 
setts Medicaid  in  general  had  an  important  new 
management  tool.  The  date  of  service  reports  have 
now  become  the  standard  data  reference  for  the 
applicable  programs  in  Massachusetts  Medicaid. 

Once  data  problems  were  solved,  a  committee 
was  formed  consisting  of  the  Chairman  of  the 
Drugs  and  Therapeutics  Committee  of  the  Massa- 
chusetts Medical  Society,  representatives  of  three 
PSROs  (all  five  were  invited  to  attend),  and  several 
individual  practitioners.  All  told  there  were  twelve 
members  of  the  committee.  In  accordance  with  the 
project  model,  the  committee  operated  by  consen- 
sus; no  formal  votes  were  taken,  but  discussion 
continued  until  everyone  agreed  that  a  "sense"  of 
the  committee  had  emerged.  If  such  a  consensus 
was  not  reached  on  a  particular  item,  the  item  was 
tabled  or  dropped.  It  was  rare  that  consensus  was 
not  reached,  surprisingly.  On  major  issues, 
agreement  was  reached  80-90%  of  the  time.  The 
role  of  the  Cost-Effectiveness  staff  person  on  the 
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committee  was  to  initially  present  Medicaid's  prob- 
lem to  the  committee,  and  then  act  as  "facilitator" 
for  the  discussion.  These  people  generally  did  an 
excellent  job  of  keeping  the  process  running.  For 
PVDs,  the  committee  met  four  times  over  a  period 
of  half  a  year  in  order  to  come  up  with  criteria. 
This  was  average  for  the  committee  process. 

The  committee  process  was  the  most  successful 
part  of  the  project  method.  In  spite  of  doubts  ex- 
pressed by  staff  people  and  others  initially,  no 
difficulty  was  found  in:  1)  obtaining  participation 
on  the  committees  of  some  of  the  best  medical 
experts  in  Massachusetts,  and  2)  achieving  consen- 
sus of  committee  members  on  important  issues. 
Such  was  the  case  on  the  PVD  committee.  The 
criteria  which  resulted  are  detailed,  precise,  and 
specific.  Exceptions  are  allowed  for,  and  PVD 
dependency  is  taken  into  account.  (See  Figure  1.) 

Once  the  PVD  criteria  were  written,  they  had  to 
be  implemented,  that  is,  made  part  of  Medicaid 
policy.  This  proved  to  be  a  harder  task  than 
anticipated,  both  because  of  bureaucratic  resis- 
tance at  the  start,  and  because  of  problems  in 
conceiving  a  design  to  enforce  the  criteria.  As 
conceived  by  the  committee,  a  "grandfather"  clause 
in  the  criteria  would  allow  those  elderly  patients 
habituated  to  PVDs  to  continue  receiving  them 
once  the  physician  filed  the  patient's  name  with 
Medicaid.  Medicaid  decided  this  would  be  un- 
wieldy and  require  staff  the  State  did  not  have. 
Opting  for  a  simpler,  if  less  precise  management 
tool,  Medicaid  decided  to  consider  as  the  norm  a 
physician's  prescribing  of  PVDs  on  the  date  the 
criteria  became  policy.  Prescription  up  to  this 
norm  would  be  permitted,  under  the  assumption 
that  this  represented  the  level  of  PVD  dependency. 
Above  the  norm,  only  prescribing  which  fell  within 
one  of  the  exceptions  listed  in  the  criteria  (early- 
onset  artherosclerosis,  vasospastic  disorders,  etc.) 
would  be  permitted.  Provider  profiles  were  pro- 
vided under  contract  with  Pilgrim,  the  Massachu- 
setts fiscal  agent  for  drug  claims. 

To  give  the  criteria  maximum  impact,  a  multi- 
stage implementation  plan  was  devised.  As  a  first 
step,  an  educational  letter  was  sent  to  all  15,000 
Medicaid  participating  physicians  in  the  State, 
before  the  criteria  became  policy.  This  letter  in- 
formed the  physician  of  the  general  contents  of  the 
criteria,  advised  that  formal  criteria  would  be 
issued  in  a  few  months,  and  requested  that  physi- 
cians review  their  PVD  prescribing  patterns  in  light 
of  the  forthcoming  criteria. 
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In  August,  1977,  the  criteria  were  issued  as 
official  guidelines  for  the  use  of  Peripheral  Vascu- 
lar Drugs  in  the  Medicaid  program,  with  a  cover 
letter  jointly  signed  by  the  Commissioner  of  Medi- 
caid and  the  President  of  the  Medical  Society.  (See 
Figure  2.) 

In  October,  1977,  individual  educational  letters 
were  sent  to  300  physicians  identified  from  the  date 
of  service  reports  as  high  prescribers  of  PVDs.  This 
letter  told  the  individual  practitioner  how  many 
dollars  the  State  was  spending  on  PVDs  prescribed 
by  him. 

In  September,  1978,  warning  letters  were  sent  to 
ten  physicians  whose  prescription  of  PVDs  had  not 
decreased,  and,  who,  in  addition,  had  prescribed 
PVDs  to  seven  or  more  Medicaid  patients  not 
receiving  the  drugs  before  the  criteria  adoption. 
These  letters  gave  the  names  and  Medicaid 
numbers  of  the  additional  patients,  and  advised 
that  unless  sufficient  medical  explanations  were 
forthcoming  the  physician's  case  might  be  sent  to 
peer  review. 

The  next  step,  which  has  not  been  taken  as  of 
this  writing,  is  to  subject  to  peer  review  those 
physicians  who  do  not  supply  sufficient  medical 
justification  (as  decided  by  the  Medical  Society's 
representative  on  the  PVD  Committee.)  Peer 
review  contracts  have  been  signed  between 
Medicaid  and  three  of  the  five  Massachusetts 
PSROs/  Foundations. 

Since  funds  for  the  evaluation  have  been  cut  off, 
no  definitive  answer  will  be  possible  as  to  the 
actual  effect  of  the  PVD  criteria  and  the  implemen- 
tation process.  If  provider  response  to  the  general 
and  individual  letters  is  any  indication,  some 
physicians  are  outraged  by  further  evidence  of  gov- 
ernment meddling  in  medicine,  others  think  the 
effort  long  overdue,  and  the  majority  grumble  but 
agree  to  abide  by  the  criteria.  Preliminary  data 
does  show  a  decline  in  the  PVD  prescription  rate, 
from  350,000  to  280,000  pills  per  month  between 
July  1976  and  September  1977.  However,  this  does 
not  show  the  full  effect  of  the  criteria  as  the  data 
doesn't  reflect  the  effect  of  the  second  educational 
letter,  sent  October  1977. 

For  the  long  term,  the  effectiveness  of  these  and 
other  criteria  will  depend  on  how  well  Medicaid 
carries  out  the  monitoring  and  implementation 
process  after  the  Cost-Effectiveness  project  is  gone. 
This  has  been  kept  in  mind  as  implementation 
procedures  have  been  designed,  but  how  successful 
the  effort  will  be  remains  an  open  question. 
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PHYSICIAN'S  SERVICES 


ISSUANCE  OF  GUIDELINES 


The  Department,  as  the  state  agency  responsible  for 
administration  of  the  Medical  Assistance  program  under 
Title  XIX  of  the  Social  Security  Act,  is  required  by 
federal  regulations  to  establish  and  Implement  a  statewide 
utilization  control  program  -to  safeguard  against  unneces- 
sary and/or  inappropriate  utilization  and  excess  payments. 
An  important  element  in  the  program  is  the  guidelines  issued 
periodically  by  the  Department,  which  are  developed  by 
panels  of  medical  professionals  from  outside  the  Department. 
The  guidelines  reflect  currently  acceptable  medical  prac- 
tice of  the  highest  quality,  and  must  normally  be  followed 
by  providers  participating  in  the  Medical  Assistance 
program.    The  Department  recognizes,  however,  that  no  set 
of  guidelines  will  be  appropriate  to  every  case.  Accord- 
ingly, no  administrative  action  will  be  taken  against  a 
physician  on  the  basis  of  these  guidelines  until  the 
provider  has  been  afforded  an  opportunity  to  justify  his 
departures  from  the  guidelines  to  a  review  committee  of 
his  peers. 

The  peer  review  process  will  operate  as  follows:     In  general, 
isolated  deviations  from  guidelines  will  not  prompt  any 
action  by  the  Department;  rather,  the  Department  will  focus 
on  patterns  of  practice.     Cases  of  repeated  or  serious 
deviations  from  the  guidelines  which  remain  unresolved 
after  correspondence  with  the  physician  will  be  submitted 
to  peer  review.     Peer  review  will  be  conducted  by  physicians 
under  contract  with  the  Department.    After  the  Department 
and  the  provider  have  had  an  opportunity  to  present  oral 
and  written  evidence,  the  reviewing  physicians  will  render  a 
recommendation  to  the  Department.     If  the  recommendation  is 
favorable  to  the  physician,  the  Department  will  not  pursue 
the  matter  further.     If  the  recommendation  is  adverse,  the 
Department  may  take  administrative  action. 
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Figure  1  cont. 
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3 .  Vasospastic  Disorders 

A  patient  with  the  disorders  of  acrocyanosis,  livedo  reticularis,  or 
Raynaud's  Syndrome  often  requires  no  treatment.     When  treatment  is 
required,  some  patients  may  benefit  from  treatment  with  specific 
peripheral  vascular  drugs,  because  first-line  drugs  either  are  inef- 
fective or  could  interact  with  drugs  prescribed  for  other  disorders. 
Therefore,  use  of  peripheral  vascular  drugs  for  treatment  of  vasospas- 
tic disorders  is  permitted.     The  need  for  this  use  should  be  substan- 
tiated in  the  patient's  medical  record. 

4.  Radiology 

Use  of  selected  peripheral  vascular  drugs  to  obtain  better  resolution 
of  the  circulatory  pathways  in  X-ray  studies  is  permitted. 

5.  Other  Disorders 

For  patients  with  such  unusual  disorders  as  ergot  intoxication  or 
trenchfoot,  a  trial  treatment  with  peripheral  vascular  drugs  ,  limited 
to  two  weeks,  is  permissible. 
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PHYSICIAN'S  SERVICES 


I.     PERIPHERAL  VASCULAR  DRUGS 
A.  Introduction 

An  expert  physician  committee  has  advised  the  Department  that  the  following 
peripheral  vascular  drugs  are  of  unproven  ef f ectiveness „  although  they  are 
frequently  prescribed  on  a  long-term  basis  for  elderly  patients  with  per- 
ipheral arteriosclerotic  ischemia  or  problems  of  senility  (e.g.,  dizziness, 
forgetfulness ,  and  hostility): 


1. 

Arlidin  (nylidrin) , 

2. 

Cyclospasmol  (cyclandelate) , 

3. 

Dibenzyline  (phenoxybenzamine) , 

4. 

Ethaquin  (ethaverine  HC1) , 

5. 

Hydergine  (hydrogenated  ergot  alkyloids) , 

6. 

Ilidar  (azapentine) , 

7. 

Niacin  £  250  mg.   (Nicobid,  etc.), 

8. 

Papaverine  HC1  (Pavabid,  Cerespan,  Vasospan,  etc.), 

9.. 

Priscoline  (tolazoline) , 

10. 

Roniacol  (nicotinyl  alcohol) ,  and 

jli. 

Vasodilan  ( isoxsuprine) . 

B.  Limitations 


1.  Problems  of  Senility 

Initiating  treatment  with  these  drugs  for  problems  of  senility  will  be 
deemed  an  unacceptable  practice  under  the  Medical  Assistance  program. 

However,  some  patients  may  have  become  dependent  on  one  of  the  listed 
drugs  through  long-term  usage.     A  physician  is  urged  to  discontinue 
treatment  with  these  drugs  whenever  possible;  however,  continued  treat- 
ment is  permitted  when  a  physician  is  convinced  that  the  patient  has 
become  dependent  on  the  drug.     In  order  to  qualify  as  permissible 
treatment  for  chronic  use,  the  treatment  must  have  been  initiated 
before  the  date  of  this  guideline  issuance. 

2.  Early-onset  Atherosclerosis 

When  a  patient  younger  than  40  years  of  age  develops  atherosclerosis, 
treatment  with  certain  peripheral  vascular  drugs  may  be  of  benefit. 
A  trial  treatment  period  of  two  weeks  is  suggested. 
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Figure  2 


ALEXANDER  E.  SHARP 


COMMISSIONER 


August  17,  1977 


Dear  Physician: 


The  Massachusetts  Medical  Society  and  the  Medical  Division  of 
the  Department  of  Public  Welfare  are  working  together  with  the 
Medical  Care  Foundations  to  review  specific  topics  in  ambu- 
latory care  as  subjects  for  physician-generated  guidelines. 
In  selecting  topics,  the  emphasis  is  on  reducing  expenditures 
for  services  that  are  not  of  proven,  substantial  benefit, 
esp3cially  those  services  frequently  ordered  for  the  640,000 
people  in  the  Commonwealth  with  Medical  Assistance  coverage. 
An  additional  emphasis  is  on  reducing  the  use  of  expensive 
goods  and  services  when  less  expensive,  equally  efficacious 
alternatives  exist. 

Enclosed  with  this  letter  are  guidelines  for  drugs  used  by 
some  physicians  in  treating  diseases  that  may  be  linked  to 
atherosclerosis  and  the  aging  process.     The  guidelines  were 
developed  by  physicians  in  cooperation  with  the  chairman  of 
the  MMS  Committee  on  Drugs  and  Therepeutics ,  Dr.  Dale  Friend, 
and  present  an  informed  position  about  the  current  place  these 
drugs  occupy  in  the  physician's  armamentarium.     When  these 
drugs  are  ordered  for  Medical  Assistance  recipients  the  guide- 
lines should  be  followed.     In  our  opinion  the  conclusions  are 
based  upon  a  thorough  and  objective  review  of  current  clinical 
and  scientific  evidence  by  knowledgeable  experts. 

We  recognize  the  preeminence  of  the  practicing  physician  in 
reaching  decisions  that  affect  the  health  of  his/her  patient. 
However,   the  Commonwealth  has  a  responsibility  to  assure  that 
public  funds  are  spent  efficiently  and  effectively.     The  co- 
operative effort  represented  by  the  attached  guidelines  is 
an  attempt  to  reconcile  the  viewpoints  of  the  Commonwealth, 
the  medical  community,  and  the  taxpayer. 

We  pledge  our  continuing  commitment  to  the  provision  of  the 
best  medical  services  to  all  in  Massachusetts.     Careful  medical 
review  of  problem  areas,  as  proposed,  can  promote  quality  care 
at  a  reasonable  cost.     We  hope  that  we  will  have  your  support 
in  this  endeavor. 


Sincerely , 


Assistant  Commissioner 


Psychiatric  Day  Treatment 

The  PVD  project  illustrated  the  difficulty  of 
using  existing  data  for  monitoring  purposes.  The 
psychiatric  day  treatment  project  illustrated  the 
difficulty  of  developing  criteria  where  there  was 
virtually  no  data. 

Psychiatric  day  treatment  is  a  relatively  new 
alternative  to  institutional  psychiatric  treatment. 
At  the  time  the  Cost-Effectiveness  project  got 
involved,  four  day  treatment  centers  were  certified 
as  Medicaid  providers.  Massachusetts  Medicaid 
wanted  to  develop  criteria  in  this  field  before  the 
program  expanded,  and  before  provider  habits  had 
become  fixed.  (This  is  a  service  that  had 
experienced  considerable  abuse  in  other  States.) 
The  problem  was  that  the  experts  convened  in 
committee  did  not  want  to  make  definitive  judg- 
ments until  more  experience  was  gained  in  the 
field. 

This  problem  was  solved  by  developing  tentative 
criteria  to  be  followed  by  the  four  treatment 
centers  on  a  voluntary  basis  for  one  year.  During 
this  year,  the  four  centers  would  forward  utiliza- 
tion data  to  Medicaid.  At  the  end  of  the  year,  the 
committee  would  convene,  and,  using  the  norma- 
tive data  collected  during  the  year  as  a  guide,  and 
the  treatment  centers'  comments,  the  criteria  would 
be  appropriately  modified  and  put  into  final  form. 

Much  of  these  criteria,  which  providers  helped 
develop,  take  the  form  of  questions.  Others  pro- 
vide service  limits,  beyond  which  further  care  is 
reviewed.  One  purpose  of  the  guidelines  is  to  screen 
for  alcoholics,  as  this  is  not  the  proper  treatment 
setting  for  this  illness.  In  addition,  with  the  imple- 
mentation of  guidelines,  the  prior  approval  re- 
quirement for  psychiatric  day  treatment  has  been 
removed. 

The  criteria  are  now  being  used  voluntarily  by  all 
four  centers,  having  been  implemented  July,  1978. 

Summary 

As  these  two  examples  have  illustrated,  each 


project  was  unique,  and  presented  different 
problems.  No  two  sets  of  criteria  could  be  imple- 
mented in  the  same  way.  Each  set  of  criteria 
required  different  solutions.  This  slowed  work 
down,  but  turned  the  project  into  an  important 
learning  tool. 

As  is  true  in  many  endeavors,  a  visionary  plan 
must  be  coupled  with  a  pragmatic  approach  if 
anything  of  lasting  value  is  to  be  achieved.  There 
were  indeed  many  lessons  learned  from  the  project. 
Those  we  feel  are  particularly  worth  sharing  in- 
clude: 

1.  It  is  possible  for  the  medical  community  and 
government  financing  agencies  to  work  to- 
gether. What  is  needed  is  an  effort  to  bridge 
the  gap,  and  a  lowering  of  suspicion  on  both 
sides. 

2.  Medical  consensus  on  standards  for  treat- 
ment and  care  can  be  achieved; 

3.  There  are  many  difficulties  involved  in  run- 
ning an  experimental  program  in  an  on-going 
program  environment.  Problems  will  arise  in 
obtaining  cooperation  from  regular  program 
staff,  and  in  evaluating  the  experimental  pro- 
gram; 

4.  With  effort,  it  is  possible,  through  the  use  of  a 
financing  mechanism,  to  shape  quality  and 
quantity  of  care  to  reflect  the  best  judgment 
of  the  medical  profession. 

(Requests  for  criteria  can  be  sent  to:  Peter  Blooms- 
burgh,  Assistant  Commissioner,  Department  of 
Public  Welfare,  Medical  Assistance  Division,  600 
Washington  St.,  Boston,  MA  02111.) 


Anthony  W.  Rogers  was  Director  of  the  Cost-Effectiveness 
Project.  A  graduate  of  Harvard  Law  School  and  of  Yale,  he  was 
with  the  Massachusetts  Department  of  Public  Welfare  for  five 
years,  and  Medicaid  for  three.  He  is  now  with  Boston  Universi- 
ty's Health  Policy  Institute. 
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MEDICAID  COST  CONTAINMENT  SERIES: 
THE  URBAN  INSTITUTE  REPORTS 


(EDITOR'S  NOTE:  This  article  is  the  third  in  a 
series  of  reprints  from  a  four-volume  study  on 
strategies  for  controlling  the  costs  of  the  Medicaid 
program.  The  study  was  conducted  during  1976 
and  1977  by  The  Urban  Institute,  a  Washington- 
based,  non-profit  research  corporation.  This  sec- 
tion, "Long  Term  Care  Facility  Reimbursement," 
is  Chapter  III  of  the  third  volume  of  the  series, 
Altering  Medicaid  Provider  Reimbursement  Me- 
thods. 

The  author  is  William  Pollak.  The  research  for  the 
study  as  a  whole  was  funded  under  a  contract  from 
the  National  Center  for  Health  Statistics,  HEW, 
and  by  a  grant  from  the  Ford  Foundation.  The  full 
study,  or  any  volume  of  it,  may  be  obtained  by 
contacting  the  Publications  Office,  The  Urban 
Institute,  2100  M  Street,  N.  W.,  Washington,  D.  C. 
20037.  Requestors  should  refer  to  URI 17800.  This 
excerpt  appears  with  the  permission  of  The  Urban 
Institute. 

Readers  are  advised  that  at  the  time  of  this  particu- 
lar study,  States  were  still  developing  their  plans 
for  cost-related  reimbursement  as  required  by 
Federal  regulations.  Thus,  some  approaches  des- 
cribed are  no  longer  in  use.  Nevertheless,  we 
present  this  portion  as  a  thoughtful  analysis  and 
discussion  of  reimbursement  for  long  term  care 
facilities.) 


Introduction 

Rising  expenditures  and  frequent  scandals  have 
drawn  considerable  public  attention  to  the  nursing 
home  industry.  Total  expenditures  for  nursing 
home  care  rose  17  percent  annually  between  fiscal 
years  1973  and  1975.  Medicaid  nursing  home 
expenditures  in  the  same  period  rose  even  faster,  at 
29  percent  per  year,  and  in  fiscal  1975  represented 
53  percent  of  total  nursing  home  expenditures  and 
37  percent  of  all  Medicaid  spending.'  Rising  ex- 
penditures have  been  accompanied  by  frequent 
news  reports  of  fraud,  excessive  profits,  and  pa- 
tient mistreatment  in  the  nursing  home  industry. 


As  a  result,  questions  have  been  raised  about  the 
appropriateness  of  the  present  approach  to  nursing 
home  payment. 

Congressional  discussion,  journalistic  reports, 
and  academic  debate  reveal  concern  with  three 
aspects  of  nursing  home  performance:  excessive 
costs,  poor  quality  care,  and  availability  of  beds. 
Although  a  variety  of  factors,  both  in  public  policy 
and  the  private  market,  affect  nursing  home  per- 
formance, the  method  of  payment  for  nursing 
home  services  affects  each  aspect  significantly. 
Reimbursement  methods  can  produce  excessive 
costs  if  they  fail  to  encourage  efficiency,  provide 
excessive  rates  of  return,  or  permit  or  foster  ac- 
counting manipulation.  In  all  cases,  the  level  of 
public  expenditure  is  greater  than  that  necessary  to 
assure  production  of  the  desired  quantity  and 
quality  of  nursing  home  care. 

The  impact  of  reimbursement  on  quality  is  less 
direct,  but  equally  important.  Adequate  reimburse- 
ment levels  are  a  necessary,  though  not  sufficient, 
condition  for  adequate  quality  of  care.  Unless 
reimbursement  levels  permit  reasonably  efficient 
nursing  homes  to  meet  the  costs  of  necessary  inputs 
(living  space,  staff,  food,  etc.),  the  result  will  very 
often  be  poor  quality  care.  Furthermore,  a  reim- 
bursement scheme  may  inadvertently  embody  in- 
centives that  fail  to  encourage  or  actively  discour- 
age the  provision  of  high  quality  care.  Paying 
bonuses  for  services  in  excess  of  some  specified 
base  or  paying  a  rate  linked  to  the  seriousness  of  a 
patient's  condition  may  discourage  rehabilitation  if 
the  marginal  revenue  associated  with  greater 
impairments  exceeds  the  marginal  cost  of  services 
appropriate  to  them. 

Finally,  reimbursement  mechanisms  directly 
affect  the  availability  of  nursing  home  beds  for 
public  patients.  If  the  Medicaid  rate  is  less  than  the 
marginal  cost  of  rendering  care  or  substantially  less 
than  the  price  that  private  patients  will  pay  for 
care,  nursing  homes  may  reject  Medicaid  patients. 
Furthermore,  unless  the  reimbursement  mechanism 
takes  differences  in  patient  conditions  and  need  for 
care  into  account,  homes  are  particularly  likely  to 
reject  patients  requiring  expensive  attention  and 
treatment. 
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Although  there  is  potential  conflict  among  goals, 
and  disagreement  about  priorities,  concern  with 
costs,  quality,  and  available  beds  suggests  the 
following  objectives  for  public  payment  to  nursing 
homes: 

Cost  Control:  Reimbursements  should  be  low 
and  should  not  increase  at  an  excessive  rate.  This 
objective  requires  that:  (1)  production  be  efficient, 
in  the  sense  of  minimizing  the  unit  cost  of  produc- 
ing the  quality  of  service  which  is  purchased;  (2) 
profits  be  reasonable  in  the  sense  of  approximating 
returns  attainable  elsewhere  in  the  economy  on 
investments  of  similar  risk  and  term  (temporary 
departures  from  this  pattern  may  be  desirable 
when  expansions  or  contractions  of  capacity  are 
sought);  (3)  chicanery  be  absent.  Providers  should 
not  be  able  to  inflate  their  charges  by  disguising 
profits  as  costs. 

High  Quality:  Facilities  should  be  pressured  to 
provide  high-quality  care  and  should  be  assured 
sufficient  resources  to  produce  care  of  at  least  as 
high  quality  as  public  policy  deems  appropriate. 
Although  this  objective  refers  to  all  dimensions  of 
quality,  particular  attention  should  be  given  to 
assuring  that  facilities  provide  rehabilitative  and 
maintenance  care  that  enables  patients  to  function 
mentally  and  physically  at  their  maximum  poten- 
tial. 

Availability  of  Care:  Reimbursement  should 
assure  that  program-financed  patients  are  able  to 
obtain  care  of  satisfactory  quality  for  the  period 
over  which  it  is  required,  regardless  of  the  difficulty 
of  their  case. 

No  Inappropriate  Extension  of  Care:  Institu- 
tional care  should  not  be  inappropriately  extended 
beyond  the  period  for  which  it  is  needed. 

Administrative  Costs:  The  public  cost  of 
administering  the  reimbursement  scheme  and  re- 
lated arrangements  should  be  minimized. 

The  purpose  of  this  paper  is  to  demonstrate  how 
the  incentives  inherent  in  alternative  methods  of 
nursing  home  reimbursement  can  affect  achieve- 
ment of  these  goals.  The  following  pages  will  first 
classify  and  describe  reimbursement  methods  ac- 
cording to  the  incentives  they  offer  providers; 
analyze  the  implications  of  these  incentives  for  cost 
containment,  quality  of  care,  and  availability  of 
beds;  and  based  on  this  analysis,  recommend 
methods  of  reimbursement  most  likely  to  further 
policy  goals. 

In  undertaking  this  analysis,  it  is  important  to 
emphasize  that  reimbursement  alone  cannot 
achieve  all  goals.  Other  elements  of  government 


policy  and  market  forces  are  also  important,  e.g., 
enforcement  of  standards,  the  auditing  of  provider 
accounts,  market  conditions  (vacancy  rates,  size 
structure  of  industry,  etc.).  Indeed,  aspects  of  a 
particular  reimbursement  arrangement  which  ap- 
pear to  be  its  deficiencies  often  are,  in  a  different 
light,  characteristics  which  place  greater  (though 
possibly  sustainable)  demands  on  some  other  ele- 
ments) of  the  system.  Thus,  a  reimbursement 
system  with  weak  quality  incentives  can  alterna- 
tively be  characterized  as  a  system  which  requires 
strong  pressures  toward  quality  from  standards 
enforcement  and/ or  the  market. 

A  Classification  of  Reimbursement 
Arrangements 

Many  different  reimbursement  systems  are  used 
by  States  to  establish  rates  of  payment  for  nursing 
homes  under  the  Medicaid  program.  Two  forms 
now  dominate,  "flat-rate"  systems  and  "reasonable 
cost"  systems.  Under  a  flat-rate  system  a  single  rate 
is  prospectively  established  by  a  legislative  or  rate 
setting  board  and  no  provision  is  made  for  year- 
end  adjustments.  Reasonable  cost  systems,  on  the 
other  hand,  pay  institutions  the  costs  they  have 
actually  incurred  in  delivering  care.  Costs  are 
determined  retrospectively.  Reasonable-cost  reim- 
bursement, though  common  for  nursing  homes, 
almost  universally  differs  in  a  critical  way  from  the 
reasonable-cost  arrangements  generally  applied  to 
hospitals.  That  is,  almost  all  States  reimbursing 
nursing  homes  on  a  reasonable  or  actual  cost  basis 
set  dollar  maximums  on  the  per  diem  rates  they 
will  pay. 

In  1972,  Congress  amended  the  Medicaid  law  to 
constrain  State  options  for  nursing  home  payment. 
In  PL  92-603,  Section  249,  Congress  required  that, 
effective  July  1,  1976,  States  provide  for  the  pay- 
ment of  skilled  nursing  and  intermediate  facilities 
on  a  "reasonable  cost-related  basis."  The 
process  of  developing  regulations  to  govern  imple- 
mentation of  this  requirement  has  been  slow. 
Proposed  regulations  were  not  published  until 
April  13,  1976.  Because  of  this  delay  in  the  devel- 
opment of  regulations,  States  will  not  be  required 
to  implement  reasonable  cost-related  rates,  as 
defined  in  the  final  (July)  regulations,  until  Janu- 
ary 1,  1978. 

The  requirement  that  States  set  Medicaid  nurs- 
ing and  intermediate  care  facility  requirements  on 
a  reasonable  cost-related  basis  would  seem  to 
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narrowly  constrain  the  reimbursement  system  op- 
tions worthy  of  attention  in  a  paper  generally 
limited  to  policies  feasible  under  Medicaid.  This  is 
not  so.  The  legislative  history  of  Section  249  as 
interpreted  by  HEW,  "makes  clear  that  within  the 
limits  established  by  the  statute  and  by  regulations, 
the  States  are  to  have  the  maximum  possible 
flexibility  to  develop  methodologies  for  .  .  .  rate- 
setting  and  procedures  for  reimbursement."2  The 
regulations  developed  consistent  with  this  interpre- 
tation require  primarily  that  States  use  cost-finding 
methods  approved  by  HEW  and  that  HEW  estab- 
lish specific  standards  with  respect  to  the  cost 
auditing  practices  of  States.  The  regulations,  in 
their  details,  rule  out  only  a  small  subset  of  the 
universe  of  structural  reimbursement  system  op- 
tions that  is  defined  and  analyzed  below.  It  is 
perhaps  most  important  to  stress  here  that  the 
requirement  that  States  use  reasonable  cost-related 
systems  does  not  require  them  to  use  so-called 
"reasonable-cost" — that  is,  systems  under  which 
each  home  is  reimbursed  an  amount  determined  by 
its  own  accounted  costs.3 

The  variety  of  existing  and  proposed  reim- 
bursement arrangements  and  the  existence  of 
considerable  semantic  confusion  suggest  the  need 
for  an  analytic  classification  of  reimbursement 
schemes.  Several  implicit  classifications  and  terms 
are  presently  used.  For  example,  it  is  common  to 
distinguish  between  prospective  and  retrospective 
reimbursement  arrangements  and  between  "cost- 
related"  and  other  reimbursement  schemes. 
Sometimes,  these  distinctions  are  not  clear.  The 
classification  presented  and  used  here  is  designed 
both  to  facilitate  clarity  in  description  and  discus- 
sion and  to  highlight  incentive-creating  aspects  of 
reimbursement  arrangements. 

"Facility- Related"  vs.  "  Facility- Independent" 
Reimbursement:  The  per  diem  payments4  made  to 
a  facility  can  be  related  to  or  independent  of  the 
costs  of  that  home.  Reimbursement  systems  in 
which  the  level  of  per  diem  payments  to  a  facility 
are  dependent  either  on  the  past  or  present  costs  of 
that  particular  facility  will  be  referred  to  as 
"facility-related"  systems.  Reimbursement  systems 
in  which  per  diem  reimbursements  to  a  particular 
home  are  determined  without  reference  to  the  past 
or  present  costs  of  that  particular  home  will  be 
referred  to  as  "facility-independent"  systems.  Be- 
cause of  differences  in  the  incentives  posed  for 
providers,  the  distinction  between  facility-related 
and  facility-independent  systems  is  the  most  im- 
portant distinction  to  be  made  among  reimburse- 


ment systems.  Most  systems  can  be  described  as 
variations  of  one  or  the  other  of  these  two  basic 
types — although  there  are  systems  that  straddle  the 
distinction. 

It  is  apparent  that  the  systems  referred  to  here  as 
"facility-related"  are  more  commonly  called 
"reasonable-cost"  or  "cost-related"  systems. 
"Facility-related"  is  preferred  to  "reasonable-cost" 
because  the  relatedness  of  payments  to  the  costs  of 
the  particular  facility  is  more  important  in  creating 
incentives  than  the  tests  of  reasonableness  that  may 
be  applied  to  costs.  "Facility-related"  is  also  pre- 
ferred to  "cost-related"  because  the  latter  term  is 
ambiguous.  Historically,  it  has  been  applied 
primarily  to  systems  in  which  reimbursements  to  a 
facility  are  related  to  the  costs  of  that  facility. 
Nonetheless,  reimbursements  clearly  can  be  "cost- 
related"  without  being  particularly  related  to  the 
costs  of  the  individual  home  being  reimbursed. 
This  occurs,  for  example,  under  an  arrangement  in 
which  each  home  is  reimbursed  the  mean  of  costs 
experienced  by  all  homes  in  a  State. 

No  single  term  is  presently  used  to  describe  the 
great  variety  of  possible  schemes  in  which 
reimbursements  to  a  particular  facility  are  inde- 
pendent of  the  costs  of  that  facility.  "Flat  rate"  is 
often  used  to  describe  a  system  in  which  all  facili- 
ties are  paid  the  same  per  diem  rate.  This  term, 
however,  is  inappropriate  for  the  many  possible 
systems  in  which  each  home  receives  a  different 
rate,  but  one  which  is  independent  of  its  own 
reported  costs.  Furthermore,  the  term  "flat-rate 
system"  appears  to  be  ambiguous.  In  addition  to 
describing  rates  as  "flat"  meaning  uniform  across 
homes,  it  has  also  been  used  to  describe  the 
prospective  facility-related  systems  which  are  "flat" 
in  the  sense  that  the  rate  is  unresponsive  to  changes 
in  an  individual  home's  cost  over  time.5  In  order  to 
avoid  ambiguity  and  focus  on  commonality  of 
incentives,  this  paper  will  classify  as  "facility-inde- 
pendent" all  reimbursement  arrangements  that  are 
independent  of  a  facility's  costs. 

Facility-Independent  Reimbursement —  Varia- 
tions: Under  facility-independent  arrangements, 
rates  can  be  uniform  or  variable  and  can  be 
set  in  a  variety  of  ways.6  A  uniform  rate  may  be 
paid  to  all  facilities  or  rates  can  vary  with  a 
specified  set  of  nursing  home  characteristics — e.g., 
size,  location,  clientele,  sponsorship,  etc.  Rates  can 
vary  for  groups  of  nursing  homes,  classified 
according  to  the  presence  of  specified  characteris- 
tics, or  rates  can  be  set  for  individual  institutions 
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according  to  a  formula  that  reflects  characteristics 
that  affect  the  cost  of  providing  care. 

Both  uniform  and  variable  rates  can  be  based 
on:  (1)  historical  costs,  (2)  negotiations  between  the 
reimbursing  authority  and  representatives  of  the 
nursing  home  industry,  or  (3)  the  arbitrary  decision 
of  a  legislature  or  reimbursing  authority.  Using 
historical  costs,  for  example,  a  uniform  rate  might 
be  set  at  the  mean  of  costs  observed  in  the  preced- 
ing year,  adjusted  for  inflation.  Historically  based 
varying  rates  could  analogously  be  generated  by 
calculating  the  mean  of  costs  for  homes  within 
individual  groups  or  by  identifying  rate  coeffi- 
cients for  a  reimbursement  formula  by  fitting  an 
appropriately  specified  cost  equation  to  historical 
data  using  multivariable  regression  analysis.  Pay- 
ments would  then  reflect  industry  costs  incurred  in 
an  earlier  period.  Examples  of  facility-independent 
variable  rate  systems  include  the  Illinois  "point 
system,"  with  rates  tied  to  patient  characteristics 
and  available  services,  and  established  through 
negotiation;  and  the  Connecticut  system  with  rates 
tied  to  available  services  determined  on  the  basis  of 
past  costs. 

Finally,  it  should  be  noted  that  all  facility- 
independent  arrangements  described  here  are 
"prospective" — i.e.,  established  in  advance.7  But 
not  all  prospective  reimbursement  is  facility- 
independent.  Rates  established  in  advance  may  be 
related  by  negotiation  or  formula  to  the  costs  of  an 
individual  facility.  Prospective  facility-related  rates 
are  discussed  in  the  following  section. 

Facility- Related  Reimbursement:  Under  facility- 
related  arrangements,  present  and  past  cost  reports 
from  each  facility  are  examined  and  disallowed 
costs  are  subtracted.  A  per  diem  cost  figure  is 
established  by  dividing  total  allowable  costs  (possi- 
bly including  a  profit  allowance)  by  the  larger  of 
(1)  actual  patient  days  or  (2)  patient  days  at  some 
specified  minimum  occupancy  level.8  This  unit  cost 
figure  then  becomes  the  basis  for  the  facility's  rate 
of  payment. 

If  reimbursements  are  accurately  related  to  indi- 
vidual facility  costs,  profits  can  only  be  earned  if 
explicit  provision  is  made  for  them.  This  can  be 
done  in  several  ways.  Profits  may  be  set  (1)  at  some 
fixed  dollar  amount  per  patient,  (2)  at  a  fixed  rate 
of  return  on  equity  capital,  (3)  at  some  fixed 
percentage  of  reimbursed  costs,  or  (4)  at  some  rate 
determined  by  a  combination  of  these  methods. 
Until  recently,  for  example,  Virginia  allowed 
homes  a  fixed  rate  of  return  on  capital  and  addi- 
tionally paid  a  fixed  sum  per  patient  day. 


Most  States  set  a  maximum  on  the  costs  they 
will  pay.  That  maximum  will  be  facility- 
independent  but  may  be  varied  among  homes  in 
response  to  their  characteristics  in  the  ways  de- 
scribed above.  Virginia  and  Maryland,  for  example, 
have  a  separate  maximum  for  SNFs  and  ICFs,  and 
Maryland  has  a  different  maximum  for  different 
ICF  levels.  Virginia's  maximum  is  historically 
based,  whereas  in  Maryland  the  maximum  is 
established  by  the  legislature  on  the  basis  of  budge- 
tary factors,  past  costs,  and  other  considerations. 
Regardless  of  technique,  the  maximum  can  be  set 
tightly  or  loosely,  and  the  level  at  which  the  rate  is 
set  is  a  more  important  characteristic  than  the 
technique  used  to  establish  the  rate. 

Despite  the  similarity  of  methods,  there  is  a 
fundamental  difference  between  facility-related 
payment  up  to  a  maximum  and  a  facility- 
independent  payment  system.  With  a  facility- 
related  maximum,  providers  obtain  the  maximum 
only  if  their  costs  are  equal  to  it.  With  facility- 
independent  reimbursement,  on  the  other  hand, 
providers  receive  the  specified  rate  regardless  of 
costs.  The  impact  of  this  difference  on  provider 
incentives  will  be  developed  below. 

The  maximums  used  by  States  frequently  apply 
to  the  total  per  diem  reimbursement  paid  to  a 
facility.  Maximums  also  may  be  applied  to  nar- 
rower cost  categories — for  example  to  per  diem 
expenditures  on  nursing,  housekeeping,  or  on 
dietary  operations.  Virtually  all  States  that  use 
facility-related  reimbursements  do  impose  maxi- 
mums on  owner/ administrator  salaries  (fixed  or 
varying  with  the  size  of  the  facility)  in  order  to 
prevent  the  earning  of  excess  profits  under  the 
guise  of  salary. 

Facility-related  reimbursement  may  be  deter- 
mined retrospectively,  i.e.,  based  on  the  costs 
actually  incurred  in  providing  the  purchased  servi- 
ces. Under  retrospective  systems,  institutions  are 
paid  an  interim  rate  that  approximates  costs.  That 
rate  is  adjusted  retroactively  to  reflect  actual  ex- 
penditures in  the  accounting  period.  Alternatively, 
reimbursement  may  be  determined  prospectively, 
i.e.,  set  in  advance  of  the  accounting  period  and 
based  on  a  facility's  costs  in  an  earlier  period.  The 
prospective  rate  generally  adjusts  past  costs  for 
inflation  in  input  prices.  This  adjustment  may  be 
automatic  or  negotiated  with  the  State. 

In  Minnesota,  for  example,  rates  subject  to  a 
maximum  are  established  prospectively  on  the 
basis  of  past  facility  costs  without  any  negotiation 
process  between  individual  homes  and  reimburse- 

49 


* 
CO 


w 

H 

co 

to 

H 

Z 
W 

w 

CO 
OS 

p 
so 


OS 

w 


o 
EC 

o 
z 

CO 

OS 

P 

z 

O 

CO 

U 

H 

CO 

2 

H 
U 
< 
OS 

<c 

K 

u 

— 

OS 

p 

H 

u 
p 

On 

H 

CO 


3 

WD 


eg 
> 

4J  M 

so  c 

o  <u 
c_>  o 
c 


cj 
o> 
a 


41 
OS 


E 

i 

•H 
X 

II 
4J 

5 


01 

cx 


M  CO 

■H  C 


01 


<a 

c 

a 

u 

o 

■M 

1 

at 

C 

I  a 

cd 

c 

i 

-o 

•M. 

41 

•u  X> 

c 

1  4J 

CO 

41 

to 

•H 

o 

c 

o 

H 

M 

•H  TJ 

4J   01  — - 

H 

w 

01 

3 

•H  01 

to 

■H  T3  • 

>J 

c 

O  M 

H 

H    C  HI 

H 

01 

4J 

■i 

CO  <9 

•H   01  iH 

U 

iH 

CO 

CM  lH 

cj  o.  o) 

< 

CO 

0 

01 

4J 

o 

M 

Cd  ki 

o 

<M  'O  ^ 

a  i 

01  T3 

u  C 

a  oi 
o  H 

•H  XI 
T3 

C  41 

i-l  fH 

9  -H 
CO  CO 
M  CO 

oc  o 

0  a 

•H 

•o  4) 
u 

01  a 
x:  cj 

■a 
c  c 


60  CO 
C  41 
•H  c 

x:  -h 

o 

c 

o  -a 

U  41 

co  X 

CO 

CO 
■  o 


00 


o  co 

m  >, 
CO 


E  <m 

0  o 

CM  CO 

cj 

E  -H 
to 

M  CO 
60  *H 

cd 

•H  0> 
TJ  M 

o 

01  a 

X.  u 
4J  a) 
x: 
XT  o 
60 

3  ^ 
O  60 
M  C 

x:  -h 

4J  ^ 
iH 

01 

41  4-1 
M  >M 
3  41 
O  >H 
M  ~— 


50 


1-1 

60 

c 

3 

■H 

IT 

■H 

41 

> 

CJ 

41 

T> 

U 

C 

a 

•H 

XI 

XI 

•V 

41 

-o 

M 

01 

iH 

XI 

3 

•H 

cr 

W 

01 

U 

M 

co 

01 

H 

T3 

O 

to 

U 

•H 

■a 

-a 

4-1 

41 

41 

CO 

4J 

■H 

4-1 

l-l 

CM 

•H 

41 

41 

B 

4J 

•o 

M 

CJ 

o> 

0! 

01 

a. 

M 

CO 

CO 

x: 

■o 

CJ 

(0 

4> 

E 

4J 

E 

4) 

c 

4) 

4J 

41 

4-1 

CO 

> 

to 

>. 

41 

5s 

CO 

M 
D. 

to 

4J 

•a 

C 

01 

01 

4) 

U 

to 

B 

a 

o 

41 

a. 

CO 

u 

a. 

o 

3  X 

XI 

01 

to 

in 

■H 

01 

1 

B 

u 

•H 

41 

u 

4J 

J= 

c 

41 

o 

O 

M 

01 

E 

CM 

CM 

4) 

o 

«4-C 

4J 

■H 

9) 

60 

o 

►i 

c 

* 

CO 

■H 

ment  authorities.  In  New  York  State,  where 
facility-related  rates  also  are  established  prospec- 
tively, negotiations  are  not  universal  but  do  occur 
under  an  appeals  procedure  when  homes  seek  to 
change  their  programs  beyond  the  bounds  possible 
under  reimbursements  based  on  past  costs  and 
program. 

A  variation  on  prospective  or  retrospective  reim- 
bursement is  the  inclusion  in  reimbursement  of  a 
reward  for  costs  below  a  target  set  in  advance. 
Homes  are  reimbursed  for  their  allowable  incurred 
costs  plus  a  bonus  equal  to  a  fixed  fraction  of  the 
amount  by  which  their  costs  fall  short  of  the  target 
cost  figure.  The  target  can  be  established  with  or 
without  reference  to  the  costs  of  the  individual 
facility.  As  in  New  York  State,  the  target  may  be 
the  mean  of  patient-day  costs  of  all  homes  or  of 
some  group  of  homes  defined  by  size,  geographic 
location  or  other  characteristics.  It  may  also  be  a 
figure  determined  through  negotiation. 

A  diagram  of  possible  reimbursement  variations 
is  presented  in  Figure  1. 

Incentives  of  Facility- Related  and  Facility- 
Independent  Reimbursement:  The  purpose  of  the 
above  classifications  was  to  isolate  the  elements  of 
reimbursement  that  have  a  differential  impact  on 
provider  performance.  In  this  section  we  will 
analyze  the  implications  of  different  incentives  for 
nursing  home  costs,  quality,  accounting  manipula- 
tion, and  availability  of  beds. 

Incentives  for  Cost  Containment:  If  reimburse- 
ment rates  are  related  to  facility  costs,  increases  in 
costs  are  partly  or  fully  recouped  by  increases  in 
revenues.  If  increases  in  reimbursements  are  equal 
to  increases  in  costs,  then  profits  or  net  revenues 
are  totally  independent  of  unit  costs.  As  a  result, 
providers  have  no  incentive  whatsoever  to  concern 
themselves  with  matters  of  efficiency.  Nonprofit 
providers  who  are  fully  reimbursed  for  all  costs 
have  no  reason  to  minimize  expenses  in  pursuing 
their  primary  goals,  e.g.,  quality  care.  Similarly, 
because  with  facility-related  reimbursement  lower 
costs  do  not  mean  higher  profits,  providers  have  no 
incentive  to  minimize  costs.  In  fact,  if  profits  are 
positively  related  to  unit  costs,  proprietary  institu- 
tions have  an  incentive  to  raise  costs.  This  occurs  if 
(1)  homes  are  reimbursed  for  their  costs  plus  a 
percentage  return  on  costs,  or  (2)  cost-increasing 
improvements  in  quality  will  allow  homes  to  ex- 
pand their  volume  and  profits  in  a  competitive 
situation.  To  the  extent  that  private  demand  for 
beds  varies  inversely  with  price,  however,  competi- 


tion for  private  patients  would  constrain  cost  esca- 
lation. 

In  contrast,  facility-independent  reimbursement 
creates  an  incentive  to  minimize  costs,  particularly 
for  proprietary  facilities.  With  rates  independent  of 
a  facility's  costs,  lower  costs  mean  higher  profits; 
hence  providers  have  an  incentive  to  produce  care 
efficiently.  The  public  payer  as  well  as  the  individ- 
ual provider  benefits  from  the  resultant  savings. 
Because  even  facility-independent  rates  are  related 
to  overall  industry  costs,  lower  real  costs  in  one 
period  may  produce  lower  rates — i.e.,  program 
costs — in  the  future.  These  effects  will  be  muted  if  a 
home's  market  share  is  so  great  that  its  costs 
significantly  affect  industry  costs  or  costs  of  a 
market  group  established  for  rate  setting  pur- 
poses.9 In  that  case,  if  higher  costs  mean  higher 
rates,  an  interest  in  higher  rates  in  the  long  run  may 
inhibit  pursuit  of  profits  in  the  short  run. 

Although  nonprofit  providers  do  not  maximize 
profits  as  proprietary  providers  are  assumed  to  do, 
they  most  likely  attempt  to  maximize  some  com- 
plex combination  of  net  revenues,  quality,  and 
prestige.  Regardless  of  what  is  maximized, 
facility-independent  reimbursement  encourages 
them  to  be  efficient.  Thus,  with  a  given  level  of 
reimbursement,  a  facility  concerned  with  maximiz- 
ing quality  can  only  do  so  if  it  minimizes  costs.  The 
difference  between  nonprofit  and  proprietary  pro- 
viders, then,  is  not  in  the  incentives  they  face,  but 
in  their  use  of  the  resultant  savings.  The  nonprofit 
facility  is  less  likely  than  the  proprietary  facility  to 
use  induced  efficiency  and  lower  total  unit  costs  to 
"buy"  an  enlarged  surplus.  Rather,  it  is  likely  to  use 
it  to  "buy"  higher  quality. 

Incentives  for  Quality  of  Care:  As  this  discussion 
suggests,  the  presence  or  absence  of  incentives  to 
minimize  costs  has  major  consequences  for  the 
pursuit  of  quality.  With  facility-related  reimburse- 
ment, nonprofit  and  proprietary  providers  are  free 
to  spend  as  much  as  they  choose  on  improving  the 
quality  of  care,  up  to  whatever  ceiling  the  State 
imposes.  Conversely,  by  encouraging  providers  to 
minimize  costs,  facility-independent  reimburse- 
ment rewards  reductions  in  quality  as  well  as 
increased  efficiency.10  Neither  result  is  entirely 
satisfactory.  If  providers  can  pursue  quality  im- 
provement with  considerable  freedom  from  market 
and/ or  regulatory  constraints,  public  programs 
may  end  up  supporting  a  more  expensive  level  of 
care  than  is  socially  desirable.  On  the  other  hand, 
public  programs  should  assure  beneficiaries  at 
least  a  minimum  quality  of  care.  Because  neither 
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facility-related  nor  facility-independent  reimburse- 
ment assures  provision  of  the  socially  desired 
quality  of  care,  pressures  to  enhance  quality  will, 
in  both  cases,  have  to  be  generated  outside  the 
reimbursement  scheme.  The  above  analysis  sug- 
gests that  pressure  will  have  to  be  stronger  when 
reimbursements  are  independent  of  facility  costs 
and  where  providers  seek  to  maximize  profits. 

Facility-related  reimbursements  also  are  flexible. 
They  permit  homes  which  seek  to  provide  more  or 
better  service  to  do  so  without  financial  penalty. 
This  may  appear  desirable.  However,  through  such 
flexibility  the  government  would  sanction  with 
unequal  payments  the  provision  of  unusually  high 
quality  to  the  fortunate  patients  of  particularly 
quality  conscious  homes.  Since  this  would  violate 
most  equity  objectives  that  might  be  set,  it  would 
seem  a  flaw  rather  than  a  merit  of  facility-related 
reimbursements. 

Incentives  for  Accounting  Manipulations: 
Facility-related  and  facility-independent  reim- 
bursements pose  different  incentives  to  fraudulent 
accounting.  Under  facility-related  reimbursements 
profits  in  excess  of  the  explicitly  allowed  amount 
can  only  be  earned  by  falsely  reporting  costs 
greater  than  those  actually  incurred  in  producing 
service.  In  this  sense  facility-related  reimburse- 
ments provide  an  "incentive"  for  providers  to 
falsify  their  cost  reports  and  thus  to  evade  profit 
limitations.  From  recent  prosecutions,  newspaper 
reports,  books,  and  Congressional  documents,  it 
unfortunately  appears  that  this  incentive  fre- 
quently is  "effective." 

Under  facility-independent  reimbursements, 
where  reimbursement  is  not  affected  by  the  individ- 
ual facility's  reported  costs,  homes  have  relatively 
weak  incentives  to  falsify  records  or  report  as  costs 
items  which  are  unrelated  to  the  provision  of 
service.  Although  reported  costs  can  affect  future 
rates  to  a  small  degree,  it  seems  unlikely  that  a 
home  would  risk  penalties  for  false  reporting  when 
the  gain  to  it  is  a  very  small  possible  increase  in  a 
future  commonly  shared  rate."  Thus,  the  fraudu- 
lent cost  reporting  that  has  plagued  some  States' 
facility-related  systems  is  far  less  likely  to  arise  if 
rates  are  facility-independent.  As  a  consequence 
the  auditing  of  accounts  and  the  collecting  of 
accurate  cost  data  is  likely  to  be  less  burdensome 
under  facility-independent  than  under  facility- 
related  rates. 

Incentives  for  Bed  Supply:  Finally,  different 
methods  of  reimbursement  pose  different  issues  in 
assuring  availability  of  beds  for  public  patients.12 
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Under  facility-independent  reimbursements,  the 
rate  (or  rates)  must  be  set  at  a  level  high  enough  to 
cover  the  long-run  marginal  cost  of  the  least 
efficient  producer  required  to  produce  the  desired 
quantity  and  quality  of  care.  If  a  lower  rate  is  set, 
shortages  will  be  observed.  Under  this  arrange- 
ment, providers  with  lower  costs  will  earn  super- 
normal profits  or  rents.13  Facilities  that  can  cover 
variable  but  not  total  costs  will  probably  continue 
to  operate.  Facilities  whose  antiquated  plants  or 
poor  management  impose  operating  costs  in  excess 
of  the  reimbursement  rate  will  be  forced  out  of 
operation.  Since,  by  hypothesis,  care  can  be  pro- 
duced at  lower  cost  by  a  new  facility  this  is  not 
undesirable. 

With  facility-related  payments  the  situation  is 
different.  High  payments  must  still  be  made  to 
those  producers  who,  though  relatively  costly,  are 
required  to  maintain  an  adequate  bed  supply. 
Because  payments  are  fitted  to  the  accounted  costs 
of  the  individual  facility,  these  same  payments  need 
not  be  made  to  more  efficient  lower-cost  facilities. 
Facility-related  reimbursements  thus  potentially 
enable  the  government  to  immediately  capture  the 
cost  savings  of  infra-marginal,  low-cost  efficient 
producers  as  well,  possibly,  as  some  economic  rent, 
depending  on  the  accounting  rules  employed  under 
the  particular  reimbursement  system.  Because 
facility-related  reimbursement,  awards  the  benefits 
of  low  costs  to  the  patient  or  third  party  payor, 
however,  providers  have  little  reason  to  restrict 
their  costs.  As  a  consequence,  there  is  likely  to  be 
very  little  in  the  way  of  infra-marginal  costs  for  the 
government  to  capture.  High-cost  facilities,  furth- 
ermore, can  continue  to  operate  even  when  their 
variable  costs  exceed  the  long-run  marginal  costs 
of  care  in  new  facilities. 

Relating  payments  to  facility  costs  would  seem 
to  assure  the  availability  of  an  adequate  supply  of 
beds — leaving  behind,  now,  the  question  of  the 
costs  required  to  do  so.  Facilities  are  assured  that 
costs  will  be  reimbursed  and  consequently  will 
provide  service  even  to  those  patients  who  add 
unusually  to  the  cost  of  operating  and,  in  the 
longer  run,  building  and  maintaining  the  facility. 
Exceptions  to  this  argument  are  introduced  if  a 
maximum  is  placed  on  reimbursements.  Similarly, 
if  a  deficient  profit-plus  is  offered  (one  providing 
less  than  the  going  rate  of  return  on  similar  invest- 
ments) shortages  might  be  a  problem — but  this  is 
properly  associated  with  the  level  at  which  the  rate 
is  set  rather  than  with  the  logic  of  facility-related 
reimbursements. 


These  comments  apply  if  facilities  are  100  per- 
cent public-pay.  A  possibly  surprising  but  signifi- 
cant exception  arises  when  recognition  is  given  to 
private-pay  patients.  Consider  a  public-pay  patient 
whose  care  needs  impose  significantly  greater  than 
average  costs,  and  a  facility  with  approximately 
equal  numbers  of  private-pay  and  public-pay  pa- 
tients. In  calculating  the  facility-related  per  diem 
rate  for  public  payments,  the  costs  of  this  high  cost 
patient  are,  in  effect,  averaged  in  with  the  costs  of 
all  other  patients — public-pay  and  private.  As  a 
consequence,  some  (approximately  50  percent  in 
this  example)  of  the  excess  cost  of  this  high  cost 
patient  must  be  absorbed  either  by  private  patients 
or  by  profits.14  Proprietary  providers  obviously 
desire  neither  to  reduce  their  profits  nor  to  increase 
charges  to  private  patients.  Thus,  even  under 
facility-related  reimbursements,  providers  are 
likely  to  be  relatively  reluctant  to  admit  difficult 
patients,  particularly  when  beds  generally  are  tight. 

This  analysis  suggests  that  the  effects  as  well  as 
the  nature  of  facility-related  reimbursements  are 
mirror  images  of  those  of  facility-independent 
reimbursements.  Facility-independent  reimburse- 
ments encourage  productive  efficiency  and  facili- 
tate cost  auditing,  but  simultaneously  reward  and 
therefore  encourage  the  provision  of  low-quality 
care  when  that  enables  reductions  in  costs. 
Facility-related  reimbursements,  on  the  other 
hand,  do  not  encourage  providers  to  limit  the 
quality  of  care  they  supply,  but  provide  no  incen- 
tive for  facilities  to  produce  efficiently  or  at  low 
cost,  and  complicate  the  auditing  of  costs  by 
rewarding  false  reporting. 

If  States  wish  to  achieve  cost  containment, 
satisfactory  quality  levels,  and  an  adequate  supply 
of  beds,  reimbursement  and  related  policy  must 
take  these  differences  in  incentives  into  account. 
The  final  section  of  this  paper  suggests  the  ways 
States  can  design  reimbursement  mechanisms  to 
promote  desired  nursing  home  performance. 

Options  for  Medicaid  Reimbursement 
to  Nursing  Homes 

Effective  nursing  home  reimbursement  must 
emphasize  incentives  for  desirable  behavior  and 
compensate  for  incentives  for  undesirable  behav- 
ior. This  section  shows  how  this  might  be  achieved 
with  facility-independent  variable  rates,  and 
facility-related  rates  with  variable  maximums; 
points  out  problems  inherent  in  each  method;  and 


recommends  policy  measures  outside  reimburse- 
ment to  reinforce  desired  performance. 

Facility- Independent  Variable  Rates:  As  argued 
above,  the  advantage  of  facility-independent  reim- 
bursement is  the  incentive  it  offers  providers  to 
minimize  costs.  The  related  disadvantage  is  that 
providers  may  reduce  costs  in  undesirable  ways.  If 
rates  are  varied  rather  than  uniform,  however, 
States  can  solve  this  problem.  Policy  should, 
therefore,  follow  the  following  decision  rule:  if 
payors  wish  nursing  homes  to  avoid  specific  behav- 
ior as  a  means  to  reducing  costs,  that  behavior 
should  become  the  basis  for  rate  variation. 

For  example,  if  a  facility-independent  rate  were 
uniform,  facilities  could  reduce  costs  by  locating  in 
areas  where  input  prices  are  low.  The  result  would 
be  inadequate  nursing  home  facilities  in  many 
areas  of  a  State.15  If,  on  the  other  hand,  rates 
varied  with  geographic  differences  in  input-prices, 
the  incentive  for  undesirable  location  decision 
would  be  eliminated. 

The  policy  question,  therefore,  is  which  charac- 
teristics should  provide  the  basis  for  rate  variation. 
The  following  suggests  the  inappropriateness  to 
rate  variations  of  characteristics  now  being  used — 
size  and  historical  costs — and  the  value  and  ap- 
propriate use  of  alternatives. 

Size:  For  rate-setting  purposes,  nursing  homes 
are  frequently  grouped  according  to  size.  Rates  set 
on  this  basis  eliminate  incentives  to  build  and 
operate  at  a  scale  that  minimizes  costs.  This  would 
make  sense  if  it  were  known  or  strongly  felt  that  a 
particular  size,  qua  size,  was  superior  for  patient 
welfare.  We  are  unaware,  however,  of  research 
supporting  a  causal  relationship  between  size  and 
quality.  Furthermore,  while  some  observers  sense 
advantages  in  small  scale,  that  sentiment  is  fre- 
quently balanced  by  a  preference  for  varied  servi- 
ces which  are  economically  feasible  only  in  larger 
facilities.  Since  there  seems  to  be  little  reason  to 
discourage  facilities  from  varying  scale  in  pursuit 
of  efficiency,  size  should  be  ignored  in  determining 
rates  of  payment. 

In  fact,  present  variation  of  rates  by  size  of 
facility  does  not  reflect  a  preference  for  particular 
size  regardless  of  costs.16  Instead,  this  approach 
reflects  an  intent  to  cover  previous  cost  experience. 
The  result  is  to  perpetuate  all  scales  of  operation — 
inefficient  as  well  as  efficient — since  homes  that 
operate  at  inefficient  scales  will  be  reimbursed  at 
rates  reflecting  the  higher  costs  historically  asso- 
ciated with  their  scale.  For  example,  the  most 
striking  conclusion  consistently  found  by  the 
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Moreland  Act  Commission's  cost  analysis  was  that 
per  diem  costs  of  large  homes  tended  to  be  higher 
than  the  costs  of  small  ones.  Basing  rates  on  past 
costs  would  insure  that  those  costs  would  continue 
to  be  supportable  even  though  a  smaller  scale  is 
less  costly  and  may  be  both  more  human  and 
humane. 

States  must  nevertheless  deal  with  the  fact  that 
facilities  enter  the  present  period  with  physical 
plants  whose  size  and,  therefore,  costs  were  deter- 
mined in  the  past.  It  may,  therefore,  be  appropriate 
to  find  a  compromise  approach  that  avoids  impos- 
ing undue  hardship  on  facilities  with  an  inefficient- 
sized  plant  without  totally  sacrificing  incentives  for 
efficiency.  For  example,  rates  might  be  based  on  an 
average  of  past  costs  and  estimates  of  efficient 
production  costs. 

Level  of  Patient  Impairments^1:  It  would  seem 
undesirable  for  facilities  to  curtail  costs  by  varying 
the  level  of  patient  impairments  with  which  they 
will  deal.  If  they  do,  facilities  will  seek  relatively 
unimpaired  residents  and  avoid  admitting  difficult 
cases,  creating  bad  shortages  for  the  latter  class  of 
patients.  Application  of  the  decision  rule  thus 
suggests  that  rates  of  payment  be  varied  so  that 
higher  rates  are  paid  for  the  care  of  patients  whose 
needs  impose  a  higher  level  of  costs.18 

In  setting  such  rates,  accurate  reflection  of  cost 
variations  related  to  impairments  is  essential.  If 
rates  fail  to  compensate  for  the  cost  increments 
associated  with  greater  impairments,  facilities  still 
have  an  incentive  to  seek  an  unimpaired  patient 
mix.  If  the  rates  more  than  compensate  for  cost 
increments,  facilities  have  an  incentive  to  seek  an 
unusually  impaired  mix  of  patients.  These  incen- 
tives can  affect  treatment  as  well  as  admissions.  If 
rates  more  than  compensate  for  the  higher  costs  of 
treating  relatively  impaired  patients,  facilities  have 
an  incentive  not  only  to  admit  ill  patients  but  to 
keep  them  ill — i.e.,  provide  minimal  rehabilita- 
tion.19 

To  avoid  this  result,  rates  could  vary  only  with 
patient  functioning  at  the  time  of  admission.  Facil- 
ities would  not  be  discouraged  from  admitting  a 
patient  with  severe  impairments  because  the  rate 
would  cover  resulting  high  costs.  The  facility 
simultaneously  would  feel  an  incentive  to  maintain 
or  improve  patient  functioning  since  any  resulting 
cost  reductions  would  not  be  offset,  under  this 
arrangement,  by  reductions  in  the  rate  at  which 
such  care  is  reimbursed.  Alternatively,  an  incentive 
for  providers  to  maintain  or  improve  patient  func- 
tion could  be  created  by  tying  reimbursements  also 


to  changes  in  patient  status.  Bonuses,  for  example, 
could  be  paid  where  patient  status  is  improved  or 
maintained. 

It  is  appropriate  to  note  that  the  varying  of 
facility-independent  rates  imposes  administrative 
costs.  Even  the  varying  of  rates  by  location  re- 
quires that  data  be  collected  on  input  prices  and/ or 
facility  costs  in  different  areas  and  that  payments 
procedures  be  complicated  by  the  paying  of  several 
rates  rather  than  a  single  rate.  The  varying  of  rates 
by  patient  status  and/ or  by  changes  in  patient 
status  obviously  further  complicates  the  admin- 
istration of  reimbursement.  They  additionally 
require  the  periodic  collection  of  data  on  each 
resident.  It  should  be  noted,  however,  that  the 
incremental  cost  of  these  procedures  will  be  re- 
duced by  the  implementation  of  utilization  review 
which  involves  overlapping  operations.  The  ongo- 
ing Utah  reimbursement  system  demonstration 
emphasizes  information  system  operations  and  the 
overlapping  of  utilization  review,  cost  reporting, 
and  reimbursement  functions.  It  should  provide 
information  on  which  to  base  estimates  of  the  costs 
and  feasibility  of  varying  facility-independent  rates 
with  some  of  the  variables  discussed  here. 

Compliance  with  Quality  Standards:  Another 
way  to  encourage  quality  care  is  to  vary  rates 
according  to  an  institution's  compliance  with 
standards  for  institutional  quality.  Standards 
would  ideally  include  outcome  objectives,  like 
patient  health  status,  as  well  as  traditional  criteria 
for  structure  and  process.  Facilities  could  receive 
higher  rates  the  more  closely  they  approach  speci- 
fied quality  objectives.  Payment  increments  would 
be  scaled  to  match  the  importance  of  specific  goals. 
Reimbursement  penalties  can  be  exacted  on  a 
schedular  basis  for  different  kinds  of  non- 
compliance as  they  are  in  Minnesota,  or  access  to 
incentive  bonuses  can  be  limited  to  homes  which 
are  completely  or  substantially  in  compliance  with 
standards  as  they  are  in  New  York.  Connecticut 
has  a  system,  presently  under  revision,  in  which 
reimbursements  are  related  to  a  facility's  class — 
determined  by  the  facility's  ability  to  provide 
specified  services.  The  incentives  of  this  system 
have  been  strong  so  that  now  almost  all  homes 
retain  an  A-l  rating. 

The  rationale  for  using  reimbursement  to  pro- 
mote compliance  is  persuasive.  Public  policy  now 
encourages  quality  almost  entirely  through 
standards  enforcement.  This  is  a  yes/ no  proposi- 
tion. Officials  can  enforce  compliance  only  by 
using  moral  suasion,  by  discouraging  placements 
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in  non-complying  facilities,  and  by  using  the  ulti- 
mate sanction  of  closing  the  facility.  Moral  suasion 
often  is  of  limited  effectiveness,  and  placement 
policy  tends  to  be  divorced  from  standards  en- 
forcement. The  closing  of  facilities  clearly  is  too 
blunt  an  instrument  to  use  in  forcing  compliance 
with  most  standards.  It  is  disproportionately  harsh 
in  comparison  with  most  violations.  Officials, 
therefore,  are  reluctant  to  close  facilities  except 
when  violations  are  extreme  in  nature  or  quality. 
This  reluctance  is  obviously  increased  when,  be- 
cause of  bed  shortages,  even  a  facility  with  signifi- 
cant violations  is  likely  to  be  preferred  by  some 
officials  to  a  closed  facility.  Thus,  facility  closing 
will  infrequently  be  used  and,  consequently,  will 
also  be  a  relatively  non-viable  threat  for  obtaining 
compliance  in  the  vast  majority  of  cases  of  stan- 
dards non-compliance. 

Given  enforcement  difficulties  which  arise  under 
present  sanctions,  it  would  seem  wise  to  implement 
sanctions  which  are  scaled  to  violations  and/or 
bonuses  scaled  to  desired  quality  characteristics.  A 
number  of  States  are  moving  in  that  direction 
through  penalties.  California,  Florida,  Minnesota, 
New  Jersey,  Rhode  Island,  and  Wisconsin  either 
have  operating  or  pending  arrangements  for  fining 
facilities  which  violate  standards.20  These  arrange- 
ments vary  with  respect  to  the  level  of  fines,  the 
way  that  penalties  are  varied  by  the  nature  of  the 
violation,  and  the  way  that  penalties  vary  with  the 
duration  of  violations.  They  also  differ  signifi- 
cantly in  the  degree  to  which  the  penalty  potential 
is  exercised.  Thus,  New  Jersey  reports  that  only 
one  fine  has  been  levied  in  four  years  while  in 
Minnesota  20  facilities  have  paid  fines  totalling 
$11,500  under  provisions  of  a  law  passed  in  1973. 
Rewards  as  well  as  penalties  in  a  reimbursement 
context  should  be  further  explored. 

Profit  and  Non-profit  Status:  Finally,  it  often  is 
argued  that  if  rates  are  independent  of  individual 
facility  costs,  they  should  be  different  for  proprie- 
tary and  non-profit  voluntary  providers.  The  rea- 
soning appears  to  be  that  underlying  cost  condi- 
tions for  the  two  groups  are  different,  and  that  as  a 
consequence  rates  must  be  different  for  the  two 
groups  if  they  are  to  be  equitable.  Differences  in 
cost  derive  from  differences  in  tax  treatment, 
differences  in  the  financing  of  capital  outlays,  and 
the  absence  of  "profit"  in  non-profit  enterprises. 

Although  these  are  likely  to  justify  differentia- 
tion of  reimbursement  treatment,  it  must  be 
stressed  that  the  magnitude  of  the  rate  difference 


should  be  soundly  based.  Thus,  it  is  not  sufficient 
to  base  a  higher  rate  for  a  particular  class  of  homes 
on  the  higher  costs  of  such  homes  in  the  past. 
Those  higher  costs  may  be  traceable  to  underlying 
differences  which  merit  recognition  (e.g.,  tax  treat- 
ment) in  future  rates;  but  they  may  also  be  due  to 
cost  inefficiency  which  does  not  merit  recognition, 
or  to  the  higher  general  quality  of  such  homes 
which  policy  may  or  may  not  wish  to  perpetuate  in 
the  future  through  higher  reimbursements. 

Establishing  Facility- Independent  Rates:  The 
rates  paid  to  various  facilities  can  be  varied  by 
classifying  homes  into  groups  within  which  rates 
are  uniform  and/ or  by  setting  rates  individually  for 
each  home  on  the  basis  of  a  formula  tied  to 
observed  characteristics  of  the  facility.  Thus,  in  the 
former  case  cross-classification  by  location  and 
profit  or  non-profit  status  might  yield  eight  or  ten 
facility  categories  within  which  rates  could  be 
uniform.  Alternatively  and /or  additionally  separ- 
ate rates  could  be  established  for  four  or  five  levels 
of  patients'  impairments.  Medicaid  would  then  pay 
the  weighted  average  of  those  rates  where  the 
weights  are  the  number  of  Medicaid  patient  days  of 
care  provided  to  patients  in  each  of  the  impairment 
categories.  Grouping  and  continuous  variation 
obviously  can  be  combined.  For  example,  group- 
ing could  establish  base  rates  that  reflect  intra- 
state locational  variations  in  input  prices.  These 
rates  could  then  be  modified  using  a  formula 
whose  coefficients  account  for  impairment  related 
cost  variations. 

Determining  the  level  at  which  to  set  rates  is  a 
complicated  problem.  Reliance  on  historical  costs 
presumes  a  level  of  satisfaction  with  the  quality 
and  quantity  of  services  in  the  base  period  that  may 
not  have  existed.  Historical  costs  and  differences  in 
costs  among  institutions  may  be  a  function  of 
inefficiency  or  poor  quality  rather  than  real  differ- 
ences in  efficient  production  costs  associated  with 
factors  outlined  above.  Thus,  locational  variations 
in  unit  costs  will  inevitably  reflect  input  price 
differences,  but  they  also  may  reflect  differences  in 
the  quality  or  services  provided  in  various  loca- 
tions under  an  earlier  reimbursement  and  regula- 
tory environment.  It  then  may  be  desirable  to  base 
the  rate  differential  not  on  observed  unit  costs  but 
rather  on  indices  of  the  input  prices  which  justify 
the  rate  diferentials  in  the  first  place.  These  could 
be  developed  for  the  selected  geographic  divisions 
on  the  basis  of  observed  land  prices,  nursing 
salaries,  and  the  prices  of  other  major  inputs  to 
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nursing  home  care. 

A  similar  point  can  be  made  with  respect  to 
differences  between  the  costs  incurred  by  profit 
and  non-profit  providers.  These  are  likely  to  at 
least  partially  reflect  differences  in  the  quality  of 
care  provided  by  the  two  types  of  facilities  and  the 
availability  of  charitable  contributions  which  may 
subsidize  higher  costs  in  the  latter.  Although  these 
differences  are  not  undesirable,  public  policy  may 
seek  to  avoid  perpetuating  the  resulting  cost  differ- 
ences at  public  expense.  In  that  case,  the  rate 
differential  for  profit  and  non-profit  providers  will 
have  to  be  based  on  analysis  of  cost  differences 
rather  than  a  simple  recording  of  past  cost  differen- 
ces. 

Differential  rates  to  match  cost  differences  asso- 
ciated with  patient  impairments  should  be  based  in 
one  way  or  another  on  observed  behavior.21  Two 
approaches  seem  most  feasible  here  and  both  have 
been  used  to  gather  information  if  not  yet  to 
establish  rates  of  reimbursement.  In  one  approach, 
facility  unit  costs  for  a  large  sample  of  facilities 
are  regressed  against  a  number  of  facility  charac- 
teristics: patient  profiles  and  a  number  of  other 
facility  variables  which  here  can  be  regarded  as 
controls  included  to  isolate  the  influence  of  pa- 
tient profile.22  In  a  second  approach,  observers 
in  a  sample  of  homes  record  the  differential  re- 
source utilization  of  patients  with  various  mea- 
sured impairment  levels.  This  resource  data 
matched  to  patient  type  then  can  be  used  as  the 
foundation  for  estimates  of  cost  differences.23 

Facility- Related  Rates  with  Variable  Maxi- 
mums: The  primary  disadvantage  of  facility- 
related  reimbursement  is  its  failure  to  encourage 
efficient  delivery  of  care.  Providers  who  are  fully 
reimbursed  for  whatever  costs  they  incur  have  no 
reason  to  minimize  costs.  In  order  to  control 
program  costs,  States  have  consequently  estab- 
lished ceilings  or  maximums  on  facility-related 
rates.  If  the  ceiling  is  set  tightly  relative  to  the  cost 
of  producing  quality  care,  it  provides  some  incen- 
tive to  efficiency.  There  is,  however,  no  incentive  to 
achieve  costs  below  the  maximum.  Conversely,  if 
the  limit  is  tight,  it  could  lead  providers  to  sacrifice 
quality,  thereby  undoing  the  primary  advantage  of 
facility-related  reimbursement.  To  achieve  some 
degree  of  cost  control  without  sacrificing  quality, 
States  can  vary  the  maximum  according  to  desired 
performance  characteristics.  Issues  and  problems 
in  using  facility-related  reimbursement  with  a 
maximum  are  the  subject  of  this  section. 


Establishing  a  Maximum:  A  maximum  should  be 
set  at  a  rate  sufficient  to  reimburse  the  cost  of  care 
consistent  with  minimum  quality  objectives,  includ- 
ing a  reasonable  rate  of  return.  Historical  costs  can 
be  used  in  determining  sufficiency,  but  its  use  here 
presents  a  problem  not  found  in  facility-inde- 
pendent reimbursement.  If  a  State  has  been  using 
facility-independent  reimbursement,  historical 
costs  will  reflect  the  impact  of  incentives  for 
efficiency.  Basing  rates  on  those  costs  thereby 
captures  benefits  of  the  incentive  for  subsequent 
years.  No  analogous  incentive  operates  under 
facility-related  reimbursement.  In  fact,  institutions 
have  an  incentive  to  continually  incur  costs  up  to  the 
maximum.24  Basing  future  maximums  on  historical 
costs  will,  therefore,  only  perpetuate  earlier  expen- 
diture patterns.  Thus,  setting  a  maximum  at  the 
mean  of  previous  costs  or  say  15  percent  above  the 
mean,  adjusted  for  input-price  inflation,  simply 
establishes  the  acceptable  and  thereby  actual  rate  of 
inflation. 

While  this  approach  may  have  political  advan- 
tages, it  offers  the  State  no  leverage  for  influencing 
the  direction  of  expenditures  in  nursing  home  care. 
For  this  purpose,  maximums  that  vary  with  nurs- 
ing home  characteristics  are  far  more  useful.  A 
higher  maximum  may  be  appropriate  for  facilities 
which  locate  in  high-cost  areas  and  facilities  which 
admit  patients  with  difficult  impairments.  The 
characteristics  which  do  and  do  not  merit  special 
reimbursement  maximums  and  methods  to  use  in 
determining  differentials  are  the  same  for  facility- 
related  as  facility-independent  reimbursements. 

A  maximum  may  be  imposed  on  all  or  selected 
cost  categories  instead  of,  or  in  addition  to,  a 
maximum  on  the  total  per  diem  rate  paid  to  a 
facility.  A  complete  set  of  such  cost-category  maxi- 
mums will  be  more  constraining  than  a  maximum 
on  total  costs  set  at  the  level  to  which  they  sum. 
Aside  from  concern  with  encouraging  quality  care, 
however,  the  State  would  not  seem  to  have  an 
interest  in  how  per  diem  costs  that  are  acceptable  in 
total  are  constituted — that  is,  in  whether  they  come 
from  extreme  efficiency  in  some  areas  offset  by 
inefficiency  in  others  or  from  an  evenly  spread 
acceptable  level  of  efficiency.  Since  a  maximum  on 
total  costs  can  be  set  at  as  constraining  a  level  as 
desired  this  would  argue  in  favor  of  a  general 
maximum  that  leaves  homes  considerable  leeway  in 
achieving  the  desired  level  of  total  costs,  and  against 
a  corresponding  set  of  cost-category  maximums 
that  considerably  constrain  flexibility.  This  conclu- 
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sion  is  reinforced  by  two  other  considerations. 
Maximums  on  individual  cost  categories  increase 
complexity,  and  depend  for  their  legitimacy  on  the 
assumption  that  costs  in  one  area  are  independent 
of  costs  incurred  in  other  areas.  If  high  costs  in  one 
area  enable  low  costs  in  another  (if  a  large  nursing 
staff  partially  serves  some  dietary  functions)  then 
area-by-area  ceilings  will  unreasonably  prevent 
payment  for  the  former  high  cost  area,  even  though 
it  is  offset  by  induced  lower  costs  in  the  latter  area. 

Capital  Costs  and  Profits:  When  per  diem  reim- 
bursements are  equal  to  or  otherwise  related  to  per 
diem  costs,  those  "costs"  are  defined  to  include 
depreciation  on  plant  and  equipment  and  interest 
on  borrowed  capital.25  Direct  provision  also  is 
usually  made  for  the  payment  of  a  profit  or  surplus 
amount  in  excess  of  costs.  Under  the  Medicaid 
program  this  amount  is  determined  by  States  in  one 
of  three  ways  (there  are  instances  in  which  a  State 
pays  a  profit  amount  using  a  combination  of  two 
methods).  Facilities  receive  a  profit  or  surplus 
allowance  for  each  patient  day  of  care  financed  by 
Medicaid  equal  to  either:  a  fixed  percent  of  per  diem 
costs;  a  fixed  dollar  amount;  or  a  fixed  rate  of  return 
on  equity  capital,  pro-rated  over  all  patient  days  of 
care  supplied. 

Some  provision  must  be  made  for  profit  in  order 
to  induce  proprietary  firms  to  maintain  their  supply 
of  care,  or  to  increase  their  supply  when  expansion 
is  desired.  None  of  the  listed  profit  provisions  is 
designed  to  affect  aspects  of  performance  other  than 
supply.  Indeed  each  method  assures  providers  some 
level  of  profit  on  Medicaid  patients  independent  of 
their  performance  (subject  to  an  occupancy  con- 
straint). However,  profit  levels  may  be  linked  with 
particular  desired  characteristics — e.g.,  low  costs — 
in  order  to  stimulate  desired  behavior.  Such  incen- 
tive arrangements  are  discussed  in  a  subsequent 
section.  As  noted  earlier,  making  per  diem  profits  a 
fixed  percentage  of  costs  provides  facilities  a  direct 
incentive  to  increase  costs.  This  approach  has  no- 
thing to  recommend  it  and  merits  no  further  atten- 
tion. 

Arrangements  which  pay  providers  a  fixed  dollar 
amount  of  profit  per  patient  day  are  less  odious. 
They  are  neutral  with  respect  to  quality  and  cost 
levels  and,  if  set  appropriately,  will  assure  an  ade- 
quate but  not  excessive  supply  of  beds.  Such  ar- 
rangements do,  however,  significantly  affect  the 
way  in  which  nursing  home  capital  costs  are  fi- 
nanced. Because  interest  costs  are  an  allowed 
expense,  reimbursed  independently  of  profits, 
financing  a  given  investment  on  borrowed  capital 


will  yield  higher  reimbursements  than  if  the  same 
expenditure  were  financed  with  equity  capital. 
Providers,  therefore,  will  tend  to  minimize  their 
equity  financing  when  a  fixed  dollar-plus  arrange- 
ment is  used.  Because  rate  of  return  equals  profits 
divided  by  equity  capital,  low  equity  means  high 
rates  of  return.  This  may  explain  why  newspapers 
report  exceedingly  high  rates  of  return  in  nursing 
homes  in  some  States  at  the  same  time  the  Securi- 
ties and  Exchange  Commission  reports  that  large 
nursing  home  chains  have  rates  of  return  similar 
to  those  earned  in  comparable  risk  industries. 

If  owner  and  equity  financial  involvement  are 
thought  to  increase  owner  responsibility,  incentives 
to  minimize  equity  are  undesirable.  This  pheno- 
menon may  also  create  a  supply  problem  if  States 
that  have  been  using  the  fixed  dollar  per  patient  day 
approach  shift  to  the  return  on  equity  approach  that 
is  now  required  if  reimbursements  are  facility  re- 
lated. The  shift  will  threaten  the  profitability  of 
facilities  with  low  equity  and  may  force  them  out  of 
business.  Supply  problems  should,  therefore,  be 
watched  in  the  course  of  transition  to  the  new 
system. 

Effective  use  of  any  facility-related  system  pre- 
sumes that  costs  are  identified  reasonably.  Effective 
use  of  the  rate-of-return  approach  additionally 
presumes  that  the  equity  figure  on  which  the  return 
is  based,  is  also  reasonable.  Both  are  strong 
presumptions — not  because  of  the  unreasonable- 
ness of  program  administrators,  but  because  of  the 
inherent  difficulty  of  defining  and  identifying 
"property  costs"  and,  relatedly,  "net  equity." 

The  New  York  State  Moreland  Act  Commission 
considered  these  and  other  problems  in  assessing 
New  York's  payment  policy.  Under  New  York's 
rules,  as  under  most  facility-related  systems,  the 
State  reimbursed  estimated  property  costs  and  paid 
a  return  on  estimated  net  equity.  The  Commission 
proposed  instead  a  system  that  determines  the 
property  component  of  reimbursement  solely  on  the 
basis  of  the  original  cost  of  the  facility,  the  purchase 
price  of  the  land,  and  the  selected  rate  of  return.  The 
rate  at  which  a  home  is  reimbursed  would  conse- 
quently be  independent  both  of  whether  the  home  is 
leased  or  owned  and  of  the  price  at  which  the  home 
is  sold,  if  at  some  time  its  ownership  should  change 
hands. 

The  Moreland  Commission  proposal  is  reasona- 
ble, but  a  full  discussion  of  it  and  the  problems  it 
resolves  are  beyond  the  scope  of  this  paper  on 
structural  reimbursement  system  options.  The  pro- 
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posed  system,  however,  would  probably  eliminate 
the  excessive  profits  and  dysfunctional  sales  and 
leasing  arrangements  now  associated  with  the  real 
estate  side  of  nursing  home  operations.  These  are 
genuine  and  costly  problems  and,  together  with 
fraud,  are  the  most  commonly  recognized  ills  of 
present  facility-related  systems.  The  change  would 
not,  however,  alter  those  cost  increasing  character- 
istics argued  above  to  be  inherent  in  all  facility- 
related  reimbursement  systems. 

Prospective  Payment:  It  is  frequently  assumed 
that  a  prospective  system  which  pays  a  facility  at  a 
rate  determined  by  its  per  diem  costs  in  an  earlier 
year  (adjusted  for  input-price  inflation)  would  pose 
different  incentives  from  retroactively  determined 
rates.  With  prospective  payment  the  rate  paid  for 
service  in  year  is  predetermined.  Since  the  provider 
can  consequently  earn  a  surplus  by  restricting  costs 
below  the  established  rate,  it  would  seem  to  have  an 
incentive  to  increase  efficiency  and  otherwise 
pursue  reduced  costs.  That  would  be  a  patently 
short-sighted  procedure,  however,  since  by  doing  so 
the  supplier  would  be  restricting  the  payment  rate 
within  which  it  must  operate  in  the  later  year,  the 
rate  for  which  depends  on  present  costs.  The  effi- 
ciency incentive  of  prospective  rates  is  thus  muted. 

Prospective  payment  poses  the  further  problem 
of  constraining  facilities  to  the  levels  of  costs  they 
individually  incurred  in  the  past.  Thus,  facilities 
which  were  high  cost  in  the  past  will  be  less  con- 
strained in  the  future  than  facilities  which  had  lower 
costs — because  of  greater  efficiency,  lower  quality 
care,  and/ or  a  simpler  patient  mix. 

Prospective  rates,  however,  need  not  be  so  me- 
chanical. Rates  in  period  t  may  be  related  to  unit 
costs  incurred  in  period  t-l  or  t-2  without  being  set 
equal  to  these  costs.  Past  cost  reports,  thus,  could 
be  the  basis  for  negotiations  between  the  facility  and 
the  State  over  the  (prospective)  rate  to  be  paid 
during  the  forthcoming  year.  The  facility  could  seek 
rate  increases  to  cover  expanded  services,  improved 
care,  or  changes  in  plant.  The  State  could  either 
permit  the  rate  increase  or  could  reject  it  and  force 
the  home  to  continue  operating  within  its  former 
(real)  rate  of  reimbursement.  Although  such 
negotiations  can  also  occur  under  retrospective  rate 
arrangements  they  are  unlikely  to  be  as  effective  in 
that  application.  This  is  because  the  State's  ability 
and  willingness  to  reject  facility  expenses  is  ob- 
viously greater  prior  to  the  comitting  of  funds  than 
after  expenditures  have  actually  occurred. 

The  State  also  presumably  can  negotiate  a  real 


rate  reduction  with  a  provider  whose  costs  are 
excessive,  although  its  ability  to  do  so  will  depend 
on  market  conditions  (are  there  competitors  provid- 
ing equivalent  service  at  lower  rates?)  and  the 
political  and  administrative  resources  and  skills  of 
the  reimbursement  authority.  Dowling's  arguments 
on  hospital  reimbursement  apply  as  well  to  long 
term  care  facilities. 

Rigorous  analysis  requires  detailed  capital 
and  operating  budgets,  information  about  the 
assumptions  and  plans  which  underlie  them, 
and  department-by-department  or  program- 
by-program  review.  Projected  use  levels 
must  be  examined,  and  the  appropriateness 
of  the  quantities  and  types  of  resources  bud- 
geted to  accomplish  these  use  levels  judged.26 

In  light  of  the  difficulties  which  many  States 
experience  in  carrying  out  adequate  audits,  it  is 
evident  as  Dowling  notes  that  "few  external  organi- 
zations have  the  expertise  or  staff  at  the  present  time 
to  conduct  such  a  rigorous  analysis."27  As  a  conse- 
quence, though  individually  negotiated  prospective 
rates  facilitate  the  pursuit  of  specific  performance 
objectives,  they  are  likely  to  fall  short  of  their 
potential  in  actual  operation. 

Incentives  to  Minimize  Costs:  Under  retrospec- 
tive facility-related  reimbursements  providers  have 
no  incentive  to  control  their  costs.  Putting  such 
reimbursements  on  a  non-negotiated  prospective 
basis  provides  only  a  minimal  cost-control  incen- 
tive. This  is  because  the  home  which  reduces  present 
costs  in  search  of  present  profits  reduces  the 
payment  rate  within  which  it  must  operate  in  the 
future.  It  is  not  surprising,  therefore,  that  additional 
cost  control  features  are  often  proposed  to  modify 
facility-related  arrangements. 

Most  such  "incentive-reimbursement"  arrange- 
ments take  a  basic  form  such  as  (1).  That  is, 

(1)  R'=  C  +  a  (T-  C) 

where  R  =  per  diem  reimbursement 
C  =  per  diem  cost 
T  =  cost  target 
i  =  rth  facility 
1  >  a  >  0 

The  rth  facility  will  be  paid  an  amount  equal  to 
its  per  diem  cost  plus  a  bonus  (penalty)  equal  to 
some  proportion  (a)  of  the  amount  by  which  its 
costs  fall  below  (exceed)  some  pre-established 
figure.28  Under  this  arrangement  providers  that 
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reduce  their  costs  also  reduce  their  revenues,  but  at 
the  same  time  they  increase  the  excess  of  revenues 
over  costs.  A  proprietary  firm  with  its  eye  on 
profits  thus  is  given  some  incentive  under  this 
arrangement  to  control  its  costs.  The  situation, 
however,  may  well  be  different  for  voluntary  non- 
profit suppliers.  They  are  focused  less  on  a  revenue 
surplus  and  more  on  the  level  of  their  total  re- 
venues (which  can  finance  quality)  than  are  pro- 
prietary firms.  Nonprofit  facilities,  therefore,  are 
unlikely  to  reduce  their  costs  and  consequently 
their  revenues  even  if  doing  so  expands  their 
surplus  as  it  would  under  a  cost-incentive  arrange- 
ment. 

In  considering  the  issue  of  effectiveness,  it  is 
useful  to  rearrange  the  terms  of  equation  (1). 
This  simply  indicates  that  when  a  cost  incentive 
feature  is  used  to  modify  a  facility-related  reim- 
bursement scheme,  the  resulting  reimbursement 
level   for   a   facility   is   the   weighted  average 

(2)  R'  =  (1  -  a)  C  +  a  T  (1  >  a  >  0) 
of  a  facility-related  reimbursement  (C')  and  a 
facility-independent  one  ( 7)  with  weights  equal  to 
(I -a)  and  a."9 

The  reason  for  restating  the  reimbursement 
formula  in  this  way  is  simple.  It  correctly  suggests 
that  cost-incentive  arrangements  combine  the  mer- 
its and  problems  as  well  as  payment-characteristics 
of  the  two  reimbursements  which  are  merged. 
Furthermore,  the  symbiosis  does  not  result  in  a 
summing  of  merits  and  cancelling  of  flaws  of  the 
merged  systems.  Thus,  for  example,  starting  from  a 
pure  facility-related  arrangement  (a  =  0),  the 
raising  of  a  will  provide  successively  greater 
incentives  to  control  costs — but  to  whatever  degree 
cost  control  is  achieved,  homes  will  also  be  encour- 
aged to  sacrifice  quality.  Analogous  realities  are 
confronted  if  one  begins  with  a  facility- 
independent  arrangement  (a  =  1)  and  moves  on 
the  spectrum  towards  greater  facility  relatedness. 

This  is  not  to  argue  against  the  modification  of 
facility-related  arrangements  to  include  a  cost- 
incentive  feature  but  rather  to  stress  that  tradeoffs 
are  not  thereby  avoided.  A  blend  of  merits  and 
flaws  may  well  be  preferred  to  the  characteristics 
confronted  at  the  extremes.  Thus,  for  example,  the 
degree  of  the  cost-control  and  quality-sacrifice 
incentives  associated  with  a  =  0.5  may  be  preferred 
to  the  strong  cost-control,  quality  sacrifice  and 
other  incentives  associated  with  an  a  of  1. 

The  target  is  assumed  here  to  be  facility  inde- 
pendent. As  with  a  rate  which  is  facility  independ- 


ent the  target  may  be  uniform  for  all  facilities  or 
can  be  varied  with  the  characteristics  of  facilities. 
All  of  the  reasoning  advanced  in  the  discussion  of 
varying  and  uniform  rates  applies  directly  here  and 
has  an  importance  directly  proportional  to  a. 

To  this  point  the  discussion  of  incentive  features 
has  assumed  retrospective  reimbursements.  How- 
ever, such  a  feature  can  also  be  used  to  strengthen 
the  limited  cost  control  incentives  of  prospective 
reimbursements.30 

For  example,  reimbursements  could  be  deter- 
mined by  an  equation  such  as  (3). 

(3)  Ri  =    \Ct-n  ±  (T,-n  -  CL)]   X  (1  +  F) 
t  —  time  period 

n  =  number  of  year  (1  or  2)  in  past  on  which 
reimbursements  are  based 

F=  percentage  increase  in  reimbursement  over 
base  period  that  is  desired  to  adjust  for  infla- 
tion or  other  considerations 

This  maintains  the  prospective  system's  pres- 
ent period  incentive  to  control  costs  and  redu- 
ces the  negative  effect  which  cost  cuts  would 
otherwise  have  on  future  reimbursements.31  This 
clearly  strengthens  the  cost-control  aspect  of 
prospective  reimbursements  but  may  not  do  so 
sufficiently  to  influence  providers. 

This  entire  discussion  of  incentive  features  has 
assumed  that  they  are  applied  to  all  costs.  They  can 
also  be  applied  in  a  limited  way  to  selected  cost 
categories.  Other  costs  may  then  be  reimbursed  on 
a  pure  facility-related  basis  because  they  are 
thought  to  be  inappropriate  targets  for  economiz- 
ing efforts — either  because  they  are  thought  to  be 
beyond  facilities'  control  or  because  economizing 
on  them  is  thought  to  unduly  threaten  the  quality 
of  care  which  is  provided.  Thus,  among  the  catego- 
ries which  are  isolated  from  the  cost  incentive 
feature  of  the  New  York  system  are  capital  costs 
and  nursing  salaries. 

Conclusions 

Simply  stated,  the  objective  of  nursing  home 
reimbursement  policy  is  to  contain  costs  while 
maintaining  satisfactory  levels  of  care  quality  and 
bed  supply.  Neither  facility-related  nor  facility- 
independent  reimbursement  fully  satisfy  these 
goals.  Because  of  its  superior  incentives  for  effi- 
ciency, however,  facility-independent  reimburse- 
ment with  rates  varied  to  encourage  desired  perfor- 
mance is  the  preferred  system. 
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Actual  implementation  of  a  variable  facility- 
independent  system  in  pursuit  of  cost  efficiency 
raises  operational  issues  that  are  generally  beyond 
the  scope  of  this  paper.  Perhaps  the  most  impor- 
tant of  these  surround  the  payment  of  facility- 
independent  rates  in  a  State  that  formerly  reim- 
bursed on  a  facility-related  basis.  Facilities  that 
were  encouraged  to  develop  divergent  costs  will 
then  be  confronted  by  new  rules  that  unfairly 
penalize  formerly  sanctioned  high  cost  homes.  This 
effect  can  be  cushioned  in  at  least  two  ways.  First, 
capital  costs  of  existing  facilities  could  be  reim- 
bursed on  a  facility-related  basis  using  a  conven- 
tional (interest,  depreciation,  and  return  on  equity) 
or  imputed  rental  approach.  This  would  protect 
existing  facilities  with  unalterably  high  capital 
costs  from  lower  facility-independent  rates  de- 
signed to  control  the  construction  costs  of  new 
facilities.  Second,  facility-independent  rates  on 
operating  costs  could  be  phased  in  gradually.  Each 
home's  reimbursement  could  be  the  weighted  sum 
of  a  facility-independent  and  a  facility-related 
component — with  the  weight  on  the  facility- 
independent  component  rising  to  1  over  a  five  to 
ten  year  period.  This  would  permit  homes  to  adjust 
gradually  (in  both  directions)  to  a  system  that 
intentionally  permits  less  variation  in  costs  and 
(cost-related)  quality. 

Although  rate  variation  can  encourage  quality 
care,  facility-independent  reimbursement  tends  to 
reward  the  sacrifice  of  quality  in  pursuit  of  lower 
costs.  It  is,  therefore,  extremely  important  that 
facility-independent  reimbursement  be  accompan- 
ied by  other  policies  that  assure  the  delivery  of 
quality  care.  In  addition  to  enforcement  of  quality 
standards,  both  within  and  outside  the  reimburse- 
ment mechanism,  consideration  should  be  given  to 
measures  that  foster  market  competition.  These 
include  efforts  to  increase  information  about  facili- 
ties for  families  and  professionals  who  make  place- 
ments, and  might  also  include  intentional  support, 
through  reimbursement,  of  excess  capacity  that 
will  force  homes  to  compete  for  patients.  The 
wisdom  of  this  course  is  contingent  on  evidence 
that  excess  capacity  does  not  encourage  increased 
utilization.32 

Although  the  direction  of  reimbursement  incen- 
tives is  clear,  relatively  little  is  known  about  the 
magnitude  of  effects — particularly  when  rate  maxi- 
mums and  other  complicating  characteristics  of 
reimbursement  systems  are  recognized.  Given  our 


ignorance,  it  would  be  unwise  now  to  restrict 
States  to  a  single  narrow  band  of  reimbursement 
alternatives.  It  is  wiser  to  proscribe  certain  practi- 
ces, and  to  encourage  or  require  more  competent 
administration,  while  leaving  States  considerable 
freedom  in  selection  of  basic  reimbursement  op- 
tions. This  is  what  Section  249  of  PL  92-603,  as 
interpreted,  does.  It  would  also  be  wise  to  use  the 
variety  of  reimbursement  practices  that  remain  as  a 
basis  for  empirical  study.  Empirical  analysis,  how- 
ever, is  complicated  by  the  difficulty  of  disentan- 
gling the  effects  of  reimbursement  arrangements 
from  the  influence  of  other  policies  and  market 
pressures.  It  is  rendered  still  more  treacherous  by 
the  great  variety  of  arrangements  used  by  States — a 
variety  obscured  by  terms  like  "flat-rate  State"  and 
"reasonable  cost  State"  that  conceal  maximums, 
methods  of  establishing  flat  rates,  prospectiveness 
and  retrospectiveness  and  other  characteristics  that 
vary  among  States  and  importantly  affect  impacts. 

This  problem,  as  well  as  a  more  pressing  practi- 
cal one,  might  be  alleviated  by  a  single  technical 
assistance  program.  HEW  could  specify  four  or 
five  complete  reimbursement  systems  in  considera- 
ble detail,  and  could  provide  assistance  to  States 
seeking  to  adopt  one.  The  availability  of  reasona- 
ble prototypes  might  be  very  useful  to  many,  if  not 
most,  States  over  the  next  year.  If  adopted  by  many 
States,  the  use  of  but  four  or  five  distinct 
systems  would  also  provide  a  more  orderly  envi- 
ronment in  which  to  try  to  understand  reimburse- 
ment systems.  The  use  of  well  defined  systems,  and 
only  a  small  number  of  them,  would  increase  re- 
searchers' abilities  to  identify  the  impacts  of  differ- 
ent reimbursement  systems  on  costs  and  other 
aspects  of  nursing  home  performance. 


NOTES 

1.  Based  on  figures  from  Table  3  in  Marjorie  Smith  Mueller 
and  Robert  M.  Gibson,  "National  Health  Expenditures, 
Fiscal  Year  1975,"  Social  Security  Bulletin,  February  1975, 
pp.  7-9. 

2.  Statement  by  SRS  Administrator,  41  Federal  Register, 
27300,  July  I,  1978. 

3.  The  consistency  of  administrative  interpetation  with  Con- 
gressional intent  is  suggested  by  the  Senate  Finance  Com- 
mittee's statement  that  "rate(s)  could  be  determined  on  a 
geographic  basis,  or  a  class  basis  or  on  an  institution  by 
institution  basis."  U.S.  Senate  Committee  on  Finance, 
"Report  of  the  Committee  on  Finance  to  Accompany 
HR  1  to  Amend  the  Social  Security  Act,  and  for  other 
Purposes,"  September  26,  1972,  p.  287. 

4.  Nursing  homes,  like  hospitals,  can  be  reimbursed  in  a 
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variety  of  ways.  For  elaboration  with  respect  to  hospitals, 
see  William  L.  Dowling,  "Prospective  Reimbursement  of 
Hospitals,"  Inquiry  11:163-180  (September  1974).  Reim- 
bursement can  be  based  on:  (1)  the  number  of  people  they 
serve  and  stand  ready  to  serve,  should  the  need  arise  (i.e., 
prepaying  a  "capitation"  fee  for  each  member  of  a  defined 
at-risk  population);  (2)  the  number  of  cases  for  which  they 
provide  care;  (3)  the  number  of  patient  days  of  care  they 
provide,  or  (4)  on  the  basis  of  their  total  budget.  Each  of 
these  options  creates  particular  incentives  for  nursing 
homes  which  affect  the  efficiency  and  operation  of  the 
health  care  system  as  well  as  the  internal  productive 
efficiency  and  operation  of  the  nursing  homes  themselves. 
Nonetheless,  only  schemes  (3)  which  reimburse  on  the  basis 
of  patient  days  will  be  classified  and  analyzed  here. 
Although  some  alternatives  have  merit,  they  are  not  now 
under' serious  consideration  for  nursing  homes. 

5.  For  example,  the  reimbursement  study  for  the  Michigan 
Governor's  Office  includes  as  an  "all  inclusive  flat  rate" 
system  one  in  which  rates  are  "prospective,  based  on 
negotiation  with  individual  homes." 

6.  Dowling,  1974. 

7.  Dowling,  1974,  defines  prospective  reimbursement  as  a 
method  of  payment  in  which  "(1)  the  amount  or  rates  of 
payment  are  established  in  advance  for  some  operating 
period,  and  (2)  hospitals  are  paid  those  amounts  or  rates 
regardless  of  the  costs  they  actually  incur." 

8.  Per  diem  reimbursements  could  be  derived  by  dividing 
allowable  costs  by  actual  occupancy  regardless  of  level.  If 
that  were  done  facilities  could  cover  costs  even  at  25  and  50 
percent  occupancy.  They  would  have  no  reason  to  be 
judicious  in  planning  expansion  and  would  have  little  cause 
to  shut  down  excess  capacity.  A  general  glut  of  beds  would 
be  likely.  Thus,  though  facility-related  reimbursements 
unlinked  to  a  minimum  occupancy  level  are  possible  and 
have  been  discussed,  they  are  unlikely.  They,  therefore,  are 
neglected  from  subsequent  discussion  in  this  paper. 

9.  In  view  of  evidence  and  allegations  that  seemingly  inde- 
pendent providers  actually  have  interlocking  ownerships 
and/ or  management,  determination  of  market  share  must 
be  based  on  the  number  of  genuinely  independent  provid- 
ers. 

10.  For  an  example  of  frequent  criticism  of  the  deficiencies  of 
each  approach,  see  Jack  Anderson's  column,  Washington 
Post,  April  2,  1974. 

11.  This  conclusion  is  weakened  if  a  single  owner  controls  a 
significant  share  of  the  market. 

12.  Evidence  that  families,  social  workers,  physicians  and 
others  have  difficulty  finding  beds  for  Medicaid  patients  is 
frequently  used  to  criticize  facility-independent  reimburse- 
ment. The  problem,  however,  is  not  a  function  of  the 
independence  of  reimbursement  from  facility  costs. 
Instead,  it  is  the  result  either  of  an  inadequate  level  of 
payment  or  of  non-reimbursement  restrictions  on  entry — 
zoning,  comprehension  health  planning,  or  certificates  of 
need.  A  rate  level  sufficient  to  eliminate  shortages  must 
take  into  account  the  costs  of  rising  quality  standards,  a 
normal  rate  of  return  on  capital  and  the  proximity  of 
institutions  to  family  and  neighborhoods  which  a  State 
seeks  to  maintain.  Higher  reimbursements  and  lower  aver- 
age occupancy  rates  may  have  to  be  accepted  as  a  State's 
desire  to  maintain  close  proximity  increases. 

13.  Rents  are  returns  to  non-duplicable  inputs  which  would  be 


supplied  even  if  returns  were  lower — unique  management 
skills,  unique  plant  and  so  on.  A  facility  with  a  solid  but 
efficient  plant  may  have  low  accounted  costs  either  because 
it  is  fully  depreciated  or  because  the  basis  for  depreciation 
is  a  price  from  a  lower  price  era.  Economic  cost,  however, 
includes  rent  and  will  reflect  the  real  value  of  the  plant  in 
production.  Consequently,  the  economic  cost  of  the  facility 
will  not  be  made  low  because  of  its  age.  It  can  be  and  often 
is  argued  that  providers  can  also  earn  excessive  profits 
under  facility-independent  reimbursements  by  skimping  on 
quality.  This  problem  has  been  discussed  above  under 
"quality." 

14.  An  extreme  arithmetic  example  illustrates  this  point.  A  100 
patient  facility  with  daily  costs  of  $  1 ,000  has  per  diem  costs 
of  $10.  If  all  patients  are  identical,  and  if  public  reimburse- 
ments just  equal  average  costs  on  the  50  public  patients, 
then  payments  for  the  public  patients  will  equal  $500 — 
private-pay  patients  will  have  to  cover  the  remaining  $500. 
Suppose  now  that  the  15th  public-pay  patient,  instead  of 
costing  $10,  costs  $50.  Total  daily  facility  costs  will  then  be 
$1,040  and  average  per  diem  costs  will  be  $10.40.  Public 
payments  for  the  50  public  patients  will  then  be  $520.  Thus, 
the  provision  of  care  to  a  high  cost  public  patient,  even  with 
facility-related  reimbursements,  increases  the  costs  which 
must  be  covered,  either  by  private  patients  or  by  reduced 
profits,  from  $500  to  $520  ($  1 ,040-520)— even  though  there 
has  been  no  change  in  the  number  of  characteristics  of 
private  patients.  Similar  reasoning  is  presented  in  John  M. 
Marshall,  John  S.  Greenlees,  and  Donald  E.  Yett,  "Setting 
Nursing  Home  Reimbursement  Rates  Under  Medicare  and 
Medicaid"  Paper  presented  at  a  Joint  Session  of  the 
American  Economic  Association  and  the  Health 
Economics  Research  Organization,  1974. 

15.  Even  under  a  uniform  rate,  facilities  would  feel  counter 
pressure  to  locate  near  demands  in  order  to  maintain  their 
occupancy  rate.  This  pressure  would  increase  the  more 
aggregate  supply  exceeded  aggregate  demand,  but,  in  any 
case  does  not  negate  the  point  made  in  the  text. 

16.  See  for  example  the  New  York  State  reimbursement 
arrangement,  the  reimbursement  scheme  proposed  by 
Hirsch  S.  Ruchlin  and  Samuel  Levey,  "Nursing  Home  Cost 
Analysis:  A  Case  Study,"  Inquiry  IX:3,  September  1972, 
pp.  3-15  (1974),  or  the  system  proposed  by  the  Moreland 
Act  Commission.  In  each  of  these,  either  the 
reimbursement  level  or  a  facility-independent  rate  maxi- 
mum or  cost-incentive  target,  reflects  scale  in  the  manner 
described  here. 

17.  The  rates  paid  to  facilities  can  be  made  to  vary  with  patient 
impairments  by  paying  a  different  rate  for  the  care  of  each 
patient  depending  on  the  level  of  his  impairments  during 
the  period  for  which  payment  is  made,  or  by  establishing  a 
single  rate  for  the  individual  facility  which  depends  on  the 
mix  of  patients  residing  in  it  during  the  relevant  period. 

18.  Two  studies  which  document  the  higher  costs  incurred  in 
treating  relatively  impaired  patients  are  Skinner  and  Yett 
and  the  unpublished  work  of  Kenneth  McCaffrey  and 
others  at  the  Battelle  Memorial  Institute.  Douglas  E. 
Skinner  and  Donald  E.  Yett,  "Estimation  of  Cost  Func- 
tions for  Health  Services:  The  Nursing  Home  Case,"  paper 
presented  at  the  40th  Annual  Conference  of  the  Southern 
Economic  Association,  November  12,  1970. 

19.  This  charge  is  often  levelled  at  the  Illinois  point  system.  It 
may  or  may  not  be  a  legitimate  criticism  of  that  particular 
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facility-independent  system.  The  problem  is  not,  however, 
inevitable  with  rate  variation  based  on  impairment.  As 
argued,  it  arises  only  if  rate  increases  more  than  offset  the 
higher  costs  associated  with  greater  impairments. 
20.  This  discussion  is  based  on  correspondence  with  Gretchen 
Niedermayer  of  the  Pennsylvania  Nursing  Home  Ombuds- 
men Project. 

21.  From  conversation  with  Illinois  officials  we  gather  that  the 
point  values  employed  by  that  State  have  no  rigorous 
empirical  foundation. 

22.  Douglas  E.  Skinner  and  Donald  E.  Yett.  1970. 

23.  Unpublished  research  of  Kenneth  McCaffrey,  Battelle 
Memorial  Institute. 

24.  Facility  costs  can  (and  will  in  some  instances)  exceed  the 
maximum.  The  deficit  is  likely  to  be  financed  either  by 
charitable  contributions  or  by  the  surplus  earned  on  servi- 
ces provided  to  private-pay  patients.  Avoidance  of  such 
cross  subsidies  is  a  major  concern  expressed  in,  for  exam- 
ple, the  Medicare  reimbursement  regulations.  The  issue  is 
explored  in  considerable  theoretical  depth  by  Marshall, 
Greenlees,  and  Yett.  It  is,  however,  a  more  intractable 
problem  (absent  direct  control  of  private  rates)  then  many 
discussions  acknowledge  because  of  strong  incentives  for 
providers  to  price  discriminate  between  classes  of  buyers 
with  very  different  demand  elasticities. 

25.  The  definition  and  identification  of  the  capital  components 
of  costs  poses  difficult  problems  that  are  beyond  this 
paper's  scope.  They  are,  however,  discussed  briefly  later  in 
this  section. 

26.  Dowling,  1974. 

27.  Dowling,  1974. 

28.  C'  normally  includes  a  profit  allowance  so  that  the  pro- 
vider whose  "costs"  exactly  equal  the  target  actually  earns 
some  profit. 

29.  It  is  assumed  in  this  discussion  that  the  target  Tis  facility- 
independent. 

30.  Bauer  and  Clark  make  the  following  observations  concern- 
ing faci'ity-related  prospective  hospital  reimbursement  in 
New  York:  One  problem  attendant  on  the  use  of  base  year 
costs  recognized  by  all  participants  is  that  it  gives  hospitals 
a  strong  incentive  to  spend  right  up  to  the  maximum 
allowable  prospective  rate  each  year.  If  they  cut  down  their 


complement  of  personnel  or  otherwise  effect  savings,  two 
years  hence  the  base  for  their  future  cost  projections  will  be 
correspondingly  smaller.  This  fear  of  reducing  their  base  is 
said  to  overcompensate  for  any  short-term  savings  a 
hospital  might  make  by  spending  less  than  its  allowed 
reimbursement  during  any  one  year.  As  one  administrator 
put  it:  "If  you  control  costs  this  year  you  will  just  be 
making  it  tighter  for  yourself  next  year.  It's  best  to  spend 
all  you  can  get  away  with  so  your  base  for  the  future  will  be 
as  large  as  possible." 

(Catherine  G.  Bauer  and  Arva  R.  Clark,  "New  York:  The 
Formula  Approach  to  Prospective  Reimbursement,"  mim- 
eograph paper  for  the  Harvard  Center  for  Community 
Health  and  Medical  Care,  Cambridge,  March  1974. 

31.  Ruchlin  and  Levey  propose  a  system  which  is  basically 
similar  to  the  incentive  arrangement  of  this  discussion  with 
a  target  which  is  varied.  They  propose  that  the  target  be 
varied  with  several  of  the  characteristics  covered  in  our 
discussion  but,  contrary  to  our  conclusion,  argue  in  favor 
of  varying  the  target  rate  by  the  size  of  facilities. 

32.  Market  pressures  will  compel  the  provision  of  care  which 
meets  consumer  preferences  only  if  those  who  make  place- 
ments can  exercise  choice  in  selecting  a  facility.  If  there  is  a 
general  shortage  of  beds  and  it  is  a  struggle  merely  to  locate 
an  open  bed,  then  it  is  evident  that  quality  competition  will 
be  muted  or  non-existent.  Occupancy  rates  thus  affect  the 
level  of  quality  competition.  They  in  turn  will  be  deter- 
mined, given  demands  by  the  type  and  level  of  reimburse- 
ment, by  direct  controls  on  entry  and  bed  supply  (e.g., 
certificates  of  need  (CON)  and  zoning  limitations),  and  by 
the  level  and  enforcement  of  quality  standards.  Finally, 
quality  competition  will  be  importantly  affected  by  market 
structure  variables — most  notably  the  size  distribution  of 
(genuinely)  independently  operating  providers  in  a  market 
area  and  the  conditions  of  entry  into  the  industry. 

Because  of  the  potential  value  of  quality  competition, 
direct  control  of  entry  and  bed  supply  through  CON  may 
be  disfunctional.  It  may  also  be  unnecessary,  since  the 
linkage  between  bed  stock  and  utilization,  which  justifies 
regulation  of  hospital  bed  supply,  may  be  weak  for  nursing 
homes.  The  reasons  for  this  are  the  lesser  role  and  incentive 
for  physicians  to  encourage  utilization  and  less  flexibility 
with  respect  to  length  of  stay. 
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MEDICAID  MANAGEMENT  INFORMATION  SYSTEMS: 
BENEFITS  TO  MANAGEMENT* 


by     LEONARD    SCHAEFFER,  ADMINIS- 
TRATOR HEALTH  CARE  FINANCING 
ADMINISTRATION 

My  recent  appointment  as  Administrator  of  the 
Health  Care  Financing  Administration  marked  my 
return  to  the  health  care  field.  It  is  an  exciting 
opportunity,  a  chance  to  work  for  people  who  need 
help,  and  to  play  a  part  in  our  society  that  can 
generate  a  real  sense  of  personal  satisfaction.  As 
you  well  know,  trying  to  manage  large  social 
programs  can  also  lead  to  frustration  and  exhaus- 
tion but,  on  a  personal  basis,  I  am  very  happy  to  be 
back  in  the  health  care  field. 

The  Health  Care  Financing  Administration  is 
really  five  programs.  We  are  responsible  for  the 
Medicare  program;  for  Medicaid;  for  Standards 
and  Certification  (establishing  the  conditions  of 
participation  for  institutions  in  our  major  pro- 
grams); for  the  Professional  Standards  Review 
Organization  (PSRO)  program;  and  for  the  Office 
of  Program  Integrity  which  is  involved  in  much  of 
the  fraud  and  abuse  work  with  which  you  are 
familiar. 

In  terms  of  our  budget  and  people  served,  we  are 
an  enormous  organization.  We  spend  $44  billion  a 
year  on  benefits  under  Medicare  and  Medicaid. 
There  are  about  45  million  people  enrolled  in  those 
two  programs  and  they  are  growing  in  numbers, 
particularly  in  Medicare.  The  graying  of  America 
is  basically  the  growing  of  the  Medicare  program. 
We  spend  $200  million  every  workday. 

We  do  this  with  a  total  of  4,500  employees. 
We're  involved  in  a  big  business,  health  care,  but  as 
an  institution  we're  not  big  government.  HCFA  is 
about  as  small  an  organization  as  you  can  find  with 
a  major  Federal  responsibility.  And  the  reason  that 
we're  so  small  is  that  we  depend  on  our  partners.  In 
the  Medicare  program,  carriers  and  intermediaries; 
in  the  PSRO  program,  the  physicians  in  this 
country;  and  in  the  Medicaid  program,  the  States. 

If  you  look  at  the  funding  for  administrative 
costs,  you'll  find  the  Federal  government  spends 
less  than  $400  million  a  year  for  all  of  HCFA's 
administrative  functions,  including  more  than  $200 
million  which  goes  to  the  Social  Security  Ad- 


ministration to  service  Medicare  beneficiaries.  We 
give  the  States  over  $800  million  a  year  for 
Medicaid  administrative  costs  and  we  pay  out 
benefits  of  about  $1 1  billion  as  the  Federal  share  of 
Medicaid. 

So,  when  people  talk  about  "big  government" — 
and  I'm  sure  you've  heard  it  in  your  States — and 
about  the  cost  and  problems  related  to  public 
health  care  programs,  they  are  not  talking  just 
about  the  "Feds."  They  are  talking  about  all  of  us, 
Federal,  State,  local,  and  private  employees  plus 
the  network  of  providers  which  delivers  the  care 
and  receives  the  vast  majority  of  our  funding. 

HCFA  Functions 

From  a  functional  point  of  view,  what  HCFA 
does  is  very  simple:  first,  we  write  policy  and 
procedures  to  implement  Federal  law.  Second,  we 
contract  with  others  (States,  Fiscal  Agents, 
PSRO's)  to  implement  our  programs.  Through 
these  contracts,  we  support  about  75,000  full-time 
employees  in  States,  carriers  and  intermediaries. 
And  finally,  we  monitor  program  implementation. 

The  functions  are  pretty  straightforward.  The 
question  is  what  are  we  trying  to  achieve?  I  think 
that  answer  is  pretty  straightforward,  too,  because 
our  goals  are  very  similar  to  yours:  we  are 
attempting  to  fund  the  delivery  of  appropriate 
health  care  services  to  eligible  individuals  in  a 
timely  and  cost-effective  manner.  Making  this 
happen,  however,  is  probably  one  of  the  most 
complicated  endeavors  in  our  society. 

We  are  faced,  particularly  in  the  Medicaid 
program,  with  trying  to  provide  services  to  a  group 
of  people  clearly  in  need,  but  about  whom  our 
society  has  not  come  to  a  consensus  as  to  what  our 
responsibility  is.  We  are  trying  to  provide  services 
in  an  industry,  health  care,  in  which  the  traditional 
laws  of  supply  and  demand  don't  work;  where  the 
consumer  doesn't  control  consumption;  where  no 
one  is  really  spending  his  own  money  to  purchase 
services;   and    where,    basically,    the  physician 


*This  article  edited  from  remarks  by  Mr.  Schaeffer  before  the 
Conference  on  Medicaid  Management  Information  Systems,  at 
Albuquerque,  N.M.,  January  24,  1979. 
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controls  utilization.  Seventy  percent  of  hospital 
costs  are  under  the  control  of  physicians. 

We  are  faced  with  both  a  perplexing  social 
problem,  poverty,  and  an  extremely  complex 
system,  within  which  we  are  trying  to  fund 
appropriate  care. 

One  of  the  things  that  strikes  me  whenever  I'm 
asked  government's  alleged  failure  to  function  as 
well  as  private  industry,  is  that  the  problems  we 
deal  with  are  vastly  more  complicated  than  most 
problems  faced  by  private  industry;  and  that,  as  a 
result,  our  chances  for  success  are  probably  much 
lower. 

However,  we're  dealing  with  public  funds  and 
our  ability  to  be  accountable  for  those  funds  is 
paramount  if  we  are  going  to  continue  to  serve  our 
clients.  That  accountability  is  really  what  I  want  to 
talk  about  today. 

Programs  at  Risk 

It  is  my  feeling  that  our  programs  are  at  risk — 
and  when  I  say  "our,"  I  mean  HCFA,  and 
particularly  Medicaid.  They  are  seriously  vulnera- 
ble to  changes  in  the  political  winds.  The  reasons 
are  pretty  straightforward  and  you're  aware  of 
them:  there  is  a  general  public  perception  that  big 
government  has  failed.  You  see  it  reflected  in  the 
polls.  You  see  it  reflected  in  your  mail;  certainly  it 
is  in  mine. 

This  perception  of  the  failure  of  big  government 
is  a  reflection  of  two  things. 

First,  very  unrealistic  expectations;  in  the  60s 
and  70s,  when  many  of  these  large  social  programs 
were  created,  government  promised  more  than  it 
could  deliver.  Secondly,  we  have  had  some  real 
failures.  We  have  not  been  able  to  make  the 
programs  work  as  well  as  we  said  we  would. 

The  public  perception  is  that  government  is 
bloated  and  mismanaged;  that  even  if  the  problems 
are  worth  attacking,  the  management  is  so  poor 
that  it's  the  wrong  vehicle  through  which  to  try  to 
help  people. 

Reports  of  fraud,  abuse  and  waste  also  under- 
mine confidence  in  our  programs.  About  a  month 
ago,  I  read  an  article  on  fraud,  abuse  and  waste;  it. 
didn't  even  bother  to  document  the  kind  of  waste 
in  HEW;  its  existence  was  taken  for  granted.  Well, 
when  they're  talking  about  HEW  and  about 
Medicaid,  they're  talking  about  the  States  as 
well — that's  where  the  money  is  spent. 

I  think  there  is  also  in  the  political  climate  right 
now  a  growing  perception  that  this  Country 


doesn't  have  the  kind  of  money  it  once  had  to 
"throw"  at  these  problems. 

Productivity  is  almost  flat.  The  increase  in 
government  revenues,  in  the  Federal  sector  and  in 
most  States,  is  really  a  function  of  inflation.  We  are 
in  an  era  of  limits.  We  cannot  expect  in  this 
program  the  kind  of  massive  increase  in  expendi- 
tures we  had  in  earlier  years. 

You  put  those  things  together  and  what  you 
come  up  with  is  a  series  of  public  perceptions  that 
have  resulted  in  the  trend  we're  seeing  in  Washing- 
ton and,  I  assume,  you're  seeing  in  State  capitals. 
There  is  a  loss  of  faith  in  government's  ability  to 
solve  problems.  I  think  people  are  unwilling  to  pay 
higher  taxes  because  they  feel  they  can't  afford 
them  and  because  they  feel  they  won't  get  an 
adequate  result  from  them.  And  I  think  there's  an 
unwillingness  on  the  part  of  many  people  to 
maintain  their  current  commitment  to  our  pro- 
grams. We've  seen  that  attitude  in  Proposition  13 
and  similar  moves  across  the  Country. 

What  it  comes  down  to,  then,  is  that  if  we're 
going  to  continue  to  provide  adequate  services  to 
our  recipients,  we  must  do  two  things — (1)  increase 
the  efficiency  of  our  programs,  ensure  that  every 
dollar  we  have  (because  there  aren't  going  to  be 
many  new  dollars)  goes  for  necessary  services  and 
(2)  eliminate  whatever  fraud,  abuse  and  waste  that 
actually  occurs  so  we  can  make  dollars  available 
for  our  programs. 

We  must  improve  management  both  to  get 
maximum  services  for  the  money — I  think  every- 
body is  trying  to  do  that,  and  to  restore  public 
confidence  in  these  programs.  Without  that 
confidence,  funds  are  going  to  wither  and,  when 
they  do,  it  will  be  the  recipients,  the  people  who 
need  help,  who  will  suffer.  And  I  don't  think  you 
would  be  in  this  business  if  you  didn't  have  concern 
for  these  needy  people. 

By  changing  how  we  operate,  by  improving  our 
actual  operations,  we  can  both  serve  our  recipients 
and  change  public  perception. 

The  changes  I'm  talking  about  are  not  all  that 
radical  and  dramatic.  They  involve  better  manage- 
ment and  improved  efficiency,  conducting  our 
business  in  a  responsible  manner. 

Improved  Management 

If  we  can  improve  management,  it  will  help  us 
not  only  in  the  two  areas  I've  mentioned,  but  in  a 
third  area  in  which  I  am  particularly  vulnerable 
these  days — that  is,  in  responding  to  legislative 
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inquiries.  If  we  can't  improve  our  management 
practices,  if  we  can't  respond  fully  to  legislative 
demands,  I  think  our  programs  will  be  curtailed. 
We  need  information  that  describes  whom  we're 
serving,  what  services  are  being  delivered  and  how 
much  we're  paying. 

We  need  to  improve  claims  processing,  achieve 
more  timely  payment  and  more  accurate  payment. 
We  must  be  able  to  describe  patterns  of  utilization, 
make  sure  everything  we're  paying  for  is  a  covered 
service,  that  third  party  liability  has  been  ex- 
plored, and  that  our  linkages  with  other  programs 
are  improved.  We  must  work  cooperatively  with 
PSROs,  with  Medicare  carriers  and  intermediaries 
and  with  other  States. 

These  are  all  matters  to  which  we  are  sensitive, 
about  which  we  are  concerned.  The  question  is 
how  to  get  the  job  done  in  an  era  when  there  are 
also  limits  on  your  staff  and  resources.  Given  the 
volume  of  transactions  in  the  program,  I  think 
there  is  only  one  answer:  the  Medicaid  Manage- 
ment Information-System  (MM IS),  and  that  is 
what  I  want  to  focus  on  now. 

MMIS— Management  Tool 

The  Medicaid  Management  Information  System 
is  the  best  tool  we  have  to  improve  management 
and,  in  many  cases,  it  is  the  only  way  that  we  can 
perform  the  tasks  I  mentioned. 

But  before  we  can  use  MMIS  fully,  we  must  get 
away  from  the  idea  that  it  is  simply  a  claims- 
processing  system.  MMIS  is  a  vehicle  to  obtain  the 
information  we  need  to  manage  the  Medicaid 
program  most  efficiently. 

What  we  need  in  most  State  Medicaid  programs, 
as  we  certainly  needed  in  the  Medicare  program,  is 
a  management  control  system;  one  that  allows  us 
to  know  what's  happening  this  month  so  we  can 
take  corrective  action  next  month.  I  am  not  talking 
about  historical  statistics,  nor  simply  about  a 
method  for  getting  paper  moved  more  rapidly,  but 
about  a  way  of  finding  out  what's  going  on,  and  for 
helping  us  make  the  program  work  better — more 
efficiently,  more  effectively,  as  soon  as  possible. 
We  must  look  to  the  program  improvements  that 
can  be  achieved  through  the  information  MMIS 
gives  us. 

There  are  a  number  of  States  that  have  done 
very  well.  Some  outstanding  examples  are: 

•  In  New  York  City,  the  time  for  paying  claims 
has  been  cut  from  90  to  10  days. 


•  In  Georgia,  by  using  tape-to-tape  formatting, 
which  allows  increased  processing  speed  and 
reduced  error,  over  $5.5  million  can  be 
saved — almost  two  percent  of  program  costs. 

•  In  Michigan,  partial  automation  of  a  third 
party  liability  system  has  identified  some 
140,000  Medicaid  beneficiaries  who  may  also 
have  third  party  coverage. 

Those  are  all  laudable  and  commendable 
achievements,  but  they  tend  to  be  isolated;  they 
tend  to  be  in  particular  program  areas,  in 
particular  States.  We  don't  have,  or  haven't 
managed  to  achieve  to  date,  a  model  system  that 
allows  us  to  say:  "This  system,  this  combination  of 
software  and  hardware,  enables  us  to  manage  the 
whole  program,  to  do  all  the  things  we  really  want 
to  do." 

I  think  the  reasons  are  historic,  a  combination  of 
State  and  Federal  problems.  As  a  former  State 
employee,  and  now  as  a  Federal  employee,  I 
believe  the  tendency  at  both  levels  of  government 
has  been  to  be  very  process  oriented  and  data- 
processing  oriented  rather  than  management 
oriented. 

When  I  was  in  Illinois,  it  seemed  to  me  the  Feds 
were  much  more  concerned  with  adherence  to 
design  specifications  than  to  impact,  to  the  results 
of  implementing  an  MMIS  system.  I  think  we've 
worried  you  to  death  reviewing  your  plans  for  the 
future  systems  but  have  not  really  looked  at  what 
you  have  actually  accomplished. 

Performance  Standards  and  Results 

We  have  not  established  standards  for  perfor- 
mance in  terms  of  impact  on  program.  We  have 
some  technical  standards  that  are  now  antiquated, 
that  have  prevented  people  from  moving  beyond 
1972  technology.  And,  we  have  some  ideas  about 
claims  processing.  But  I  don't  think  we've  really 
looked  at  outcome,  at  program  performance. 

We  haven't  encouraged  creative  solutions 
sufficiently,  nor  have  we  encouraged  the  use  of  new 
technology  and  more  sophisticated  techniques. 
And  we  haven't  really  transferred  knowledge  and 
experience  gained  in  one  State  to  others,  although 
I  would  like  to  put  in  a  plug  for  the  Institute  for 
Medicaid  Management  which  has  begun  to  move 
in  that  area. 

From  what  I  have  seen  and  heard  from  people  in 
several  States,  IMM  is  one  of  the  things  we're 
doing  that  has  been  successful,  that  has  facilitated 
one  State  in  helping  another.  It  appears  that  this  is 
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the  best  way  to  encourage  cross-fertilization.  We 
need  your  help  in  transferring  experiences  directly, 
rather  than  the  Federal  government  attempting  to 
learn  all  there  is  to  know  and  then,  in  turn,  trying 
to  tell  States  how  to  operate. 

However,  both  the  States  and  the  Federal 
government  should  reorient  efforts  toward  out- 
comes, toward  results;  get  off  process — data- 
processing  for  its  own  sake — and  look  at  the 
impact  we  can  and  must  have  on  our  program. 

Our  certification  reviews,  for  example,  have 
been  devoted  to  assessing  the  capacity  of  the 
system  to  process  claims  and  to  generate  the 
required  reports.  There  is  no  test  as  to  whether 
anyone  is  looking  at  the  reports,  whether  anybody 
has  done  anything  with  them.  After  we  certify,  we 
tend  to  walk  away  from  a  State's  MMIS.  We 
haven't  attempted  to  evaluate  an  operational 
system  to  see  whether  it  has  an  impact  on  improved 
program  performance. 

We  haven't  asked  the  kind  of  questions  that  are 
important  nationally  and  that  I  think  are  impor- 
tant to  you.  Have  we  achieved  more  timely  claims 
payments?  Has  it  improved  provider  satisfaction? 
Has  it  resulted  in  increased  participation?  Have 
improved  beneficiary  files  reduced  eligibility  error 
rates?  Has  the  additional  information  on  other 
sources  of  insurance  increased  third  party  collec- 
tions? Have  we  reached  the  point  (as  I  am  told  they 
have  in  Michigan)  where  we  don't  pay  without  first 
checking  for  the  availability  of  private  insurance? 

We  haven't  asked,  for  instance,  whether  more 
children  are  being  tracked  through  EPSDT 
programs.  We  haven't  asked  about  excessive 
utilization,  about  quality,  if  improved  reimburse- 
ment systems  are  reducing  the  rate  of  inflation. 
(And  I  think  both  Medicare  and  Medicaid,  by 
virtue  of  the  way  they  reimburse,  promote 
inflationary  pressures.)  We  haven't  asked  if 
duplicate  payments  and  other  erroneous  payments 
are  being  eliminated  or  reduced,  nor  have  we 
looked  at  whether  increased  numbers  of  actionable 
referrals  are  being  made  to  investigative  units. 

We  haven't  asked  a  whole  series  of  questions 
that  are  important.  And  we  can't  say  with  certainty 
that  our  beneficiaries  are  receiving  appropriate, 
high  quality  health  services. 

State  Initiative  and  Coordination 

Beginning  today,  we're  going  to  refocus  our 
efforts  in  the  MMIS  field  from  a  process- 
orientation  to  an  outcome-orientation  in  perfor- 
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mance  standards.  Our  success  in  establishing  those 
standards,  and  in  achieving  them,  will  depend  on 
State  participation  in  developing  the  standards. 
I'm  counting  on  you  as  individuals  and  as  an 
organization,  for  that  participation.  I  intend  to 
take  a  series  of  steps  aimed  at  enlisting  your 
participation  and  assistance. 

We've  asked  you  to  establish  a  national  technical 
advisory  group  as  the  primary  vehicle  for  your 
involvement  in  the  process  of  setting  standards  and 
developing  techniques  for  evaluating  performance 
against  those  standards.  I'm  pleased  to  hear  that 
you've  already  responded  to  that  invitation  and 
that  a  steering  committee  has  been  formed. 

We  will  establish  output-oriented  program- 
related  standards,  but  only  after  consultation  with 
the  States  and  only  prospectively.  We  will  attempt 
to  make  sure  there  is  lead  time  for  implementation. 
Ninety  percent  matching  funds  will  be  available  for 
systems  changes  required  to  meet  the  standards. 

Standards,  as  they  are  developed,  will  be 
proposed  to  the  States  no  more  frequently  than 
once  a  year.  Change  orders  will  not  be  coming 
down  the  road  once  a  month. 

And  we'll  try,  wherever  possible,  to  be  sensitive 
to  the  constraints  imposed  on  you  by  your  own 
budget  processes. 

In  addition  to  establishing  outcome-oriented 
standards,  we  will  change  the  way  that  we  evaluate 
and  certify  MMIS  systems.  Our  primary  evalua- 
tion will  not  focus  on  technical  adherence  to 
existing  system  design,  but  on  performance  against 
outcome  standards. 

We  will  encourage  creative  approaches  and  the 
use  of  advanced  technology  and  new  designs. 

We  will  certify  individual  MMIS  modules, 
provided  they  have  measurable  impact  on  out- 
comes, as  we  have  done  in  New  York  City  and 
Texas.  We  will  encourage  the  development  of 
individual  modules  for  things  like  EPSDT  and  its 
hoped  for  successor,  CHAP. 

However,  we  will  re-evaluate  those  MMIS 
systems  already  operational,  and  evaluate  the 
performance  of  new  ones  against  standards  on  a 
regular  and  continuing  basis.  By  re-evaluation,  I 
mean  recertification  for  75  percent  matching  funds. 

We  just  can't  afford  to  walk  away  from  a  system 
once  it's  been  certified.  We'll  periodically  check  on 
a  system's  impact  on  program  performance — and 
the  standards  may  become  more  rigorous  in  the 
sense  that  we  may  expect  better  performance  over 
time. 


Standards  and  Review 

What  does  that  mean  in  terms  of  your  State?  If 
your  MMIS  currently  can  perform  up  to  the 
standard,  you  will  continue  to  be  certified  and 
receive  the  75  percent  match.  Those  systems  which 
don't  measure  up  to  standards,  even  if  they  are 
already  certified  and  even  if  the  MMIS  meets  the 
technical  standards,  will  lose  certification  and  the 
State  will  revert  to  eligibility  for  the  standard 
administrative  match  of  50  percent. 

This  is  not  going  to  happen  over  night.  But  once 
we  get  the  standards  developed,  a  reduction  in 
Federal  matching  will  be  the  leverage  we  will  apply 
in  terms  of  achieving  the  goals  we've  set  jointly. 

The  importance  of  setting  the  goals  jointly, 
though,  is  paramount  to  me.  Medicaid  is  adminis- 
tered by  the  States.  However,  HCFA  has  a 
responsibility  to  the  Congress.  The  Federal 
government  spends  $12  billion  on  Medicaid  and 
has  been  assuming  that  your  performance  is 
consistent  with  the  policy  set  by  Congress  and 
HCFA.  We  have  to  obtain  better  information  on 
how  the  program  is  operating  and  we  must  set  and 
achieve  performance  standards. 

Developing  those  standards,  I  hope,  will  be  an 
appealing  idea.  It  is  not  meant  to  be  threatening 
nor  is  it  a  unilateral  action.  We'll  use  the  National 
Technical  Advisory  Group  to  help  establish  the 
standards  and  we  will  listen  to  it.  I  can  guarantee 
that  we  will  listen. 

We  will  be  looking  for  claims  processing 
standards  and  for  program  impact  standards.  And 
we  will  also  ask  that  group  to  try  to  help  us  on 
interstate  transfer. 

We  will  also  use  some  of  the  lessons  we  have 
learned  from  contractors  and  from  the  Medicare 
program.  Because  we  have  a  contractual  relation- 
ship with  carriers  and  intermediaries,  we  have  a 
great  deal  of  experience  regarding  contractor 
performance.  I  think  we  have  a  less  complex  world 
in  the  Medicare  program,  so  much  of  it  is  not 
directly  transferrable.  But  the  concept  of  contrac- 
tor productivity  and  performance  has  been 
successfully  implemented  in  the  Medicare  pro- 
gram, and  we  can  learn  from  this  experience. 

We  will  depend  on  the  ingenuity  of  the  States 
and  of  the  vendors  with  whom  you  work.  We  will 
try  to  improve  monitoring  so  that  we're  sensitive, 
not  just  to  aggregate  statistics,  but  to  problems  that 
are  unique  to  individual  States. 

We  will  also  be  looking  at  beneficiary  and 
provider  services — what  should  we  expect  a  State 


to  do  and  what  should  we  expect  to  fund,  in  terms 
of  dealing  with  the  recipient  community  and  with 
the  provider  community? 

Commitment  and  Collaboration 

As  for  our  support  of  your  efforts,  we  will 
highlight  State  achievements  whenever  we  can.  In 
Congressional  hearings,  we  will  point  to  those 
States  that  have  done  good  jobs.  We  will  also 
borrow  some  of  the  techniques  that  were  used  in 
establishing  Section  17  fraud  and  abuse  units.  That 
is,  we  will  send  letters  from  the  Secretary,  or  from 
me,  to  governors  of  States  where  we  can  assist  in 
getting  support  for  fraud  and  abuse  units  for 
establishing  MMIS  or  for  individual  modules  that 
you  would  like  to  add  to  existing  systems.  Where 
we  can  demonstrate  that  your  proposals  are  cost- 
effective  investments,  we  will  support  you. 

To  make  all  of  this  work  however,  we  need  your 
commitment  in  at  least  three  areas. 

First,  a  commitment  to  manage  the  programs. 
There  isn't  enough  money,  there  isn't  enough 
public  confidence  and  there  isn't  enough  time, 
given  the  pressures  on  State  legislatures  and  the 
Congress,  to  allow  us  to  act  as  simple  stewards  of 
the  Medicaid  program.  We  must  run  them  more 
efficiently  and  more  effectively. 

Second,  a  commitment  to  be  creative.  These 
problems  are  incredibly  complex.  If  they  were  easy, 
we  would  have  solved  them  long  ago.  We  must 
develop  new  and  better  ways  of  doing  our  jobs. 

Third,  we  need  your  commitment  to  work  with 
us,  as  individuals  and  as  a  group.  I'm  personally  a 
believer  in  strong  interest  groups,  those  that  are 
responsible  and  have  leaders  who  speak  for  the 
membership.  It  is  much  easier  for  the  Federal 
government  to  negotiate  with  a  group  that  knows 
its  business  and  represents  its  members  than  it  is  to 
negotiate  with  50  States.  I,  therefore,  encourage 
you  to  build  up  this  organization  and  similar 
groups  that  can  speak  for  you  to  us. 

As  far  as  I  am  concerned,  there  is  no  way  to  deal 
with  Medicare  or  Medicaid  other  than  to  have 
sophisticated,  automated  management  control 
systems.  My  faith  in  those  systems,  when  intelli- 
gent human  beings  have  designed  and  run  them,  is 
high. 

I  know  that  some  of  the  things  I  have  proposed 
may  be  difficult  to  achieve  in  the  near  term.  But,  if 
we  work  together,  I  am  confident  we  can  solve 
most  of  the  problems  and,  in  the  long  term,  I  think 
we  will  make  everyone's  job  a  bit  easier. 
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The  main  thought  in  my  mind  about  all  of  this  is: 
if  we  fail,  it  will  be  people  who  need  our  help,  the 
aged,  poor,  and  disabled,  who  will  be  hurt.  If  we 


succeed,  we  will  help  them.  It  is  imperative, 
therefore,  that  we  be  successful. 
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RADAR 


Research  and  Demonstration  Activity  Report 


Evaluation  of  Medicaid 
Administrative  Costs 


Historically,  the  Medicaid  Bureau  has  collected 
almost  no  information  on  State  expenditures  for 
administration  and  training  beyond  aggregate  to- 
tals, either  through  regular,  periodic  reports,  or 
through  special  studies.  As  a  result,  knowledge 
about  how  those  funds  are  spent  by  States,  and  for 
what  program  areas,  has  been  sketchy.  To  remedy 
this  situation,  the  Bureau  let  one  contract,  and  is 
preparing  to  let  another,  to  study  State  administra- 
tive expenditures.  These  studies  are  important,  as 
administration  has  become  a  large  budget  item, 
one  which  will  cost  $1  billion  by  FY  1980. 

The  first  study,  Evaluation  of  Medicaid  Admin- 
istrative Costs,  was  completed  by  National  Insti- 
tute for  Advanced  Studies  (NIAS)  earlier  this  year. 
Rather  than  performing  a  national  survey,  NIAS 
did  an  in-depth  study  of  administrative  cost  data  in 
six  States.  Virginia,  Washington,  Arkansas, 
Maine,  Utah,  and  Illinois  were  selected  to  provide 
a  range  of  program  characteristics.  Cost  and 
revenue  data  were  obtained  from  OA-41  adminis- 
trative cost  reports  and  supporting  documentation. 
Through  interviews  with  State  staff,  costs  were 
then  allocated  to  various  functional  areas,  such  as 


general  administration,  claims  processing  and  utili- 
zation review.  Costs  were  further  classified  by 
Federal  Financial  Participation  (FFP)  or  matching 
percentage  and  by  cost  category,  such  as  personnel 
costs,  travel  costs  and  electronic  data  processing 
(EDP)  costs.  Medicaid  program  directors  were 
interviewed  to  gather  information  on  how  deci- 
sions regarding  administrative  resource  allocation 
were  made,  and  what  incentives  different  FFP 
percentages  offered  to  States.  For  most  States,  the 
July  1975-June  1976  period  was  analyzed.  For 
Illinois  and  Utah,  somewhat  later  periods  were 
used. 

Administrative  costs  were  classified  by  program 
area.  Recipient  services  (including  eligibility),  pro- 
vider services,  general  administration  and  claims 
processing  consumed  87%  of  total  costs  in  the  six 
States.  Eligibility  determination  and  other  recipient 
services  consumed  the  largest  percentage  of  costs,  at 
45.3%  Claims  processing  used  16.5%  of  total 
expenditures,  provider  services  (including  EPSDT 
activities,  provider  enrollment,  nursing  home  certi- 
fication and  review)  13.7%,  and  general  adminis- 
tration 1 1 .2%.  (See  Table  1 .)  Long  term  care  facility 
surveys  and  medical  review  /independent  profes- 
sional reviews  accounted  for  54%  of  expenditures 
under  provider  services.  Very  little  was  spent  for 
fraud  control  (1.1%),  third  party  liability  (0.3%)  or 
training  (0.3%). 
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TABLE  1 


MEDICAID  ADMINISTRATIVE  COST  BY  FUNCTIONAL  AREA  AND  BY  STATE 

(IN  PERCENTAGES) 

FUNCTIONAL  AREA 

Surveillance 


General 

and 

Third- 

Cost 

Adminis- 

Recipient 

Provider 

Claims 

Utilization 

Party 

Fraud 

Settle- 

STATE 

tration 

Training 

Services 

Services 

Processing 

Review 

Liability 

Control 

ment 

TOTAL 

ILLINOIS 

13.7% 

0.4% 

49.1% 

12.1% 

10.1% 

10.5% 

1.7% 

2.4% 

100.0% 

VIRGINIA 

10.0 

0.1 

54.9 

6.5 

20.2 

5.6 

0.2 

0.6 

1.9 

100.0% 

WASHINGTON 

7.0 

0.2 

40.5 

18.8 

22.3 

7.7 

0.8 

0.0 

2.7 

100.0% 

ARKANSAS 

6.1 

43.6 

14.0 

27.6 

6.7 

0.9 

1.1 

100.0% 

MAINE 

19.9 

0.9 

4.81 

26.8 

31.6 

10.0 

0.4 

2.1 

3.5 

100.0% 

UTAH 

4.5 

0.1 

27.0 

22.6 

24.0 

16.02 

0.8 

2.0 

3.0 

100.0% 

WEIGHTED 
AVERAGE 

11.2 

0.3 

45.3 

13.7 

16.5 

9.3 

0.3 

1.1 

2.3 

100.0% 

UNWEIGHTED 
AVERAGE 

10.2% 

0.3% 

36.7% 

16.8% 

22.6% 

9.4% 

0.5% 

1.1% 

2.4% 

100.0% 

■Does  not  include  eligibility  determination  costs  of  those  recipients  who  are  categorically  eligible, 
includes  cost  of  PACE  project  (ambulatory  care  review)  and  PSRO  Review  System. 


While  claims  processing  on  the  whole  averaged 
16.5%*  of  costs,  the  two  States  without  MMIS, 
Illinois  and  Maine,  had  respectively  the  lowest  and 
highest  average — Illinois  10.1%  and  Maine  31.6%. 
Other  States'  costs  ranged  between  20.2%  and 
27.6%.  Maine  processed  the  fewest  claims  of  any 
State  studied,  and  Illinois  the  most.  Apparently, 
there  is  a  high  fixed  cost  to  developing  and  operat- 
ing a  claims  processing  system,  allowing  larger 
States  to  develop  economies  of  scale.  In  addition, 
Maine's  process  was  essentially  manual,  with  a 
mechanized  checkwriting  function,  while  Illinois's 
system  is  mechanized,  but  without  all  the  special 
features  of  an  MMIS. 

Administrative  costs  as  a  percentage  of  medical 
assistance  payments  varied  widely  from  State  to 
State.  Maine  was  lowest  at  3.48%  and  Utah  highest 
at  8.15%.  NIAS  concluded,  however,  that  this 
percentage  is  not  a  measure  of  efficiency  of  man- 
agement. Rather,  Utah  has  a  higher  percentage 
because  it  does  significantly  more  than  many  other 
States  in  the  area  of  administration,  such  as  the 
more  extensive  utilization  review  of  their  PACE 
program.  In  addition,  all  six  Medicaid  Directors 

*  All  averages  used  in  this  RADAR  report  are  weighted 
averages,  which  means  that  activities  in  the  large  States  largely 
determine  the  average.  The  NIAS  report  usually  gives  both 
weighted  and  unweighted  averages. 


interviewed  agreed  that  the  measure  was  inappro- 
priate, because  of  State  program  differences  and 
other  factors.  If  any  comparison  was  to  be  made 
between  States,  the  directors  suggested  that  com- 
parison be  made  by  individual  program  area, 
something  that  would  require  for  more  detailed 
reporting  from  States  to  the  Federal  government. 

Washington  allocated  66.5%  of  total  administra- 
tive costs  to  personnel,  the  highest  percentage  for 
the  six  States.  One  reason  for  this  is  Washington's 
practice  of  having  physicians  (who  are  highly 
paid)  pre-authorize  non-emergency  hospital  stays. 
Maine  and  Utah  spent  the  smallest  percent  on 
personnel,  48.7%  and  50.5%  respectively.  The 
average  for  all  six  States  was  61.7%.  Of  total  costs, 
2.0%  were  spent  on  travel,  1 1 .9%  on  electronic  data 
processing  (EDP)  and  24.5%  on  "other"  costs,  such 
as  office  space,  utilities  and  supplies.  The  three 
States  with  an  MMIS  or  other  sophisticated  com- 
puter system  in  operation  for  the  entire  year  (VA, 
AR,  UT)  spent  26-29%  of  costs  on  EDP,  while  the 
other  three  States  (WA,  IL,  ME)  spent  between  4% 
and  12%  on  EDP. 

Average  personnel  costs  (salary  and  fringe  be- 
nefits, 1976)  for  all  six  States  were  $12,393,  ranging 
from  a  high  of  $16,095  in  Utah  to  a  low  of  $8,935  in 
Arkansas.  Functional  areas  with  higher  average 
costs    were    training   ($15,927),   fraud  control 
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($15,296),  general  administration  ($14,857),  and 
surveillance  and  utilization  review  activity 
($13,727),  while  claims  processing  ($9,861)  had  the 
lowest  average  personnel  cost. 

One  interesting  statistic  calculated  by  NIAS  was 
eligibility  determination  cost  per  recipient.  For  the 
five  States  for  which  data  were  available,  four  (IL, 
VA,  UT,  WA)  spent  between  $16.50  and  $17.00  per 
eligibility  determination.  Arkansas  spent  less,  at 
$10.69  per  recipient. 

Among  the  six  States,  there  were  considerable 
differences  in  the  percentage  of  administrative 
expenditures  picked  up  by  the  Federal  gov- 
ernment. In  Virginia,  52%  of  expenditures  were 
paid  for  by  the  Federal  government.  Utah,  by 
qualifying  for  special,  higher  matches,  had  the  Feds 
pick  up  65%  of  the  tab,  while  the  average  for  all  six 
States  was  55%.  In  Utah,  for  example,  almost  52% 
of  expenditures  were  matched  at  75%  FFP,  2%  at 
90%  FFP,  and  7%  at  100%  FFP. 

NIAS  concludes  that  the  range  in  Federal  shares 
between  States  reflected  not  only  the  types  of 
activities  funded  under  Medicaid  administration, 
but  also  that  current  Medicaid  regulations  regard- 
ing administrative  cost  allocation  are  not  inter- 
preted uniformly  by  State  administrators  or  Fed- 
eral auditors.  Some  States  are  more  aggressive  than 
others  in  interpreting  regulations  and  tracking 
costs  associated  with  different  FFPs.  In  most  of  the 
six  States,  total  Federal  revenues  for  administra- 
tive costs  could  have  been  increased  by  claiming 
costs  which  were  claimed  by  other  States. 

However,  some  Medicaid  directors  believed  that 
extensive  tracking  of  expenses  was  either  not  cost- 
effective  or  not  worth  the  difficulty.  In  fact,  in 
several  of  the  States,  the  budgetary  process  looks 
at  total  allocated  resources,  not  just  the  State 
portion,  and  the  Medicaid  program  does  not 
receive  credit  for  Federal  resources  generated,  or 
receiving  a  higher  match.  In  five  of  the  six  States, 
directors  said  that  resource  allocation  decisions 
were  made  without  considering  different  Federal 
matches.  However,  the  higher  matches  generally 
helped  a  Medicaid  director  allocate  resources  to  a 
particular  function  (especially  with  MMIS)  once  it 
was  decided  that  a  function  needed  attention. 

Directors  were  asked  to  rate  their  satisfaction 
with  different  areas  of  program  administration  in 
their  State.  Overall  satisfaction  with  their  pro- 
grams was  rated  as  slightly  above  average.  Greatest 
satisfaction  was  with  the  eligibility  determination, 


provider  services  and  claims  processing  areas. 
Directors  were  most  dissatisfied  with  third  party 
liability  (TPL)  and  training.  Weaknesses  cited  in 
the  training  area  included  a  high  turnover  of 
clerical  employees,  and  a  need  to  improve  case- 
worker training.  In  TPL,  the  primary  weakness 
was  the  difficulty  in  obtaining  and  maintaining 
good  third-party  data.  Specific  desired  improve- 
ments included  mandating  third-party  information 
on  applications,  requiring  recipients  to  endorse 
third-party  coverage  to  States,  and  obtaining  third- 
party  information  on  SSI  recipients. 

Finally,  NIAS  made  several  recommendations 
to  the  Medicaid  Bureau.  First,  the  Federal  gov- 
ernment should  adopt  a  constant  matching  rate 
(higher  than  50%)  for  administrative  costs.  Second, 
rather  than  increase  reporting  requirements,  the 
Federal  government  should  periodically  analyze 
administrative  costs  in  the  States  through  studies. 
Finally,  the  administrative  costs  of  additional 
Medicaid  jurisdictions  should  be  analyzed  to 
develop  a  more  representative  data  base. 


Alternatives  to  Institutionalization: 
An  Evaluation  of  State  Practices 

The  National  Institute  for  Advanced  Studies 
(NIAS),  under  contract  with  the  Health  Care 
Financing  Administration  (HCFA),  conducted  a 
study  of  the  development  of  alternatives  to  institu- 
tionalization for  the  elderly  and  functionally  dis- 
abled. The  results  of  this  study  are  presented  in  a 
technical  assistance  manual  for  State  Medicaid 
personnel  to  use  in  planning  and  establishing 
alternative  care  programs.  HCFA's  objectives  in 
contracting  for  the  manual  were  to  reduce  inap- 
propriate institutionalization  by  facilitating  the 
development  of  health  and  social  services  and  to 
encourage  State  Medicaid-supported  alternative 
care  programs. 

NIAS  developed  a  model  plan  containing  five 
procedural  steps  in  designing  a  package  of  alterna- 
tive services:  needs  assessment,  program  planning, 
program  development,  program  operations  and 
program  evaluation.  Through  conversations  with 
Medicaid  Directors  and  program  personnel  in  five 
States  (Virginia,  Oklahoma,  Oregon,  California, 
and  New  York),  NIAS  compiled  a  compendium  of 
information  on  State  approaches  to  alternatives 
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development.  The  technical  assistance  manual 
distills  information  obtained  from  these  site  visits 
and  review  of  relevant  literature  and  data  from 
demonstration  projects. 

States  may  choose  the  guide's  approaches  to 
program  development  which  best  fit  the  structure 
of  their  particular  Medicaid  program.  Under 
Needs  Assessment,  strategies  are  offered  for  defin- 
ing the  characteristics  of  the  potential  client  popu- 
lation; pinpointing  the  most  crucial  services;  and 
determining  how  well  the  presently  available  servi- 
ces meet  the  needs  of,  and  are  coordinated  and 
accessible  to  clients.  For  example,  to  define  the 
potential  service  population  in  California,  the 
Department  of  Health  developed  a  needs 
assessment  methodology  based  on  the  identifica- 
tion of  "cluster  groups"  with  similar  needs.  The  12 
cluster  groups,  ranging  from  the  most  to  the  least 
disabled  individuals,  were  identified  through  a 
study  of  developmentally  disabled  individuals  in 
State  hospitals  who  could  be  eligible  for  commu- 
nity alternatives  if  such  services  existed. 

A  second  method  of  obtaining  information  on  a 
service  population  is  to  conduct  a  survey  to  gauge 
the  attitudes  of  consumers.  The  manual  further 
suggests  the  use  of  expert  consultants  as  members 
of  advisory  groups,  and  the  review  of  secondary 
data  sources  such  as  Federal,  State  and  local  gov- 
ernments and  the  census,  for  information  which 
documents  the  characteristics  for  the  same  broad 
service  population  being  investigated. 

Each  section  of  the  manual  offers  various  solu- 
tions to  problems  of  program  development.  Under 
Program  Planning,  factors  to  be  considered  during 
program  conceptualization  are  discussed.  Under 
Program  Development  there  are  suggestions  for 
identifying  the  most  appropriate  administrative 
procedures  for  a  particular  program,  and  methods 
of  educating  a  community  about  a  new  program. 
Under  Program  Operations,  the  manual  identifies 
factors  to  consider  when  implementing  initial  client 
intake  and  screening  procedures;  client  diagnosis/ 
assessment  procedures;  and  individual  client 
service  plans.  The  Program  Evaluation  section 
suggests  information  to  include  in  an  evaluation 
work  plan  and  which  evaluation  models  to  use  in 
assessing  alternative  care  programs. 

NIAS  presented  its  findings  and  distributed 
draft  manuals  at  the  Institute  for  Medicaid  Man- 
agement's national  conference  entitled  "Tailoring 
Health  Services  to  Individual  Needs"  held  in  Dal- 
las last  September. 


Second  Year  Report  on  the 

New  Hampshire  Quality  Control  Project 

This  State  report  summarizes  the  second  year 
activities  of  the  New  Hampshire  Title  XIX  Quality 
Control  Demonstration  Project.  During  the 
study's  first  year,  New  Hampshire  developed  its 
Error  Prone  Profile  System  of  two  components- 
error  prone  profiles  and  a  corrective  action  plan. 
Briefly,  to  develop  the  error  prone  profiles  a 
statistical  search  was  made  for  combinations  of 
Medicaid  case  characteristics  which  were  asso- 
ciated more  often  with  error  cases  (ineligible  or 
overpaid)  than  non-error  cases.  For  a  more  de- 
tailed description  of  error  prone  profiling  in  gen- 
eral and  the  development  of  New  Hampshire's 
system  in  particular,  see  The  Journal  for  Medicaid 
Management,  Vol.  1,  Number  2,  Summer  1977, 
pp.  7-13.  The  corrective  action  plan  involved  a 
Data  Verification  Unit  (DVU)  which  intensively 
reviewed  at  application  and  redetermination  all 
cases  that  fit  the  statistical  profiles. 

In  the  second  year,  the  system  was  implemented 
in  four  selected  district  offices  and  a  process 
evaluation  conducted.  Although  the  system's  cost- 
effectiveness  has  not  been  assessed  yet,  the  process 
evaluation  proved  that  the  Error  Prone  Profile 
System  as  implemented  virtually  fulfilled  its  pro- 
jected potential.  The  evaluation's  major  finding 
was  that  the  profiles  were  about  2.25  times  as 
efficient  as  random  selection  in  pinpointing  errors. 
Of  367  cases  fitting  the  profiles,  197  were  actually  in 
error  (54%)  while  the  error  rate  among  all  cases, 
determined  by  the  sample  taken  the  first  year,  was 
under  24%.  In  practice,  the  profiles  enabled  the 
district  offices  to  find  about  42%  of  the  errors  by 
intensively  reviewing  less  than  19%  of  the  cases. 
The  system  proved  more  effective  for  redetermina- 
tion cases  than  initial  applications;  this  is  attrib- 
uted to  the  district  offices'  stronger  emphasis  on 
high  accuracy  at  initial  intake. 

The  Medicaid  ineligibility  problem  would  essen- 
tially vanish  if  initial  application  and  redetermina- 
tion reviews  could  detect  all  errors.  To  measure  the 
effectiveness  of  routine  reviews,  a  comparison  was 
made  between  routine  versus  DVU  intensive  re- 
views to  detect  errors.  The  major  results  of  this 
analysis  were:  routine  reviews  detect  only  one  out 
of  the  five  error  cases  detected  by  intensive  reviews; 
routine  reviews  are  more  effective  in  rural  than 
urban  offices;  an  error  is  undetected  for  an  average 
of  at  least  8'/2  months;  and  finally,  a  type  of  review 
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somewhere  between  intensity  of  the  two  compared 
may  be  more  cost  effective  for  error  detection. 

The  cost  of  undetected  Medicaid  errors  to  the 
State  and  Federal  government  proved  difficult  to 
measure.  An  undetected  ineligible  recipient  may 
stay  on  the  rolls  indefinitely,  at  great  cost  to  the 
State.  However,  a  recipient  whose  ineligibility  is 
discovered  has  an  incentive  to  return  to  the  rolls 
quickly,  an  added  expense  to  the  State.  Therefore, 
retrospective  examination  of  dollars  paid  to  an 
ineligible  person  is  not  a  valid  method  of  projecting 
cost  savings  had  the  error  not  occurred. 

To  obtain  some  evidence  of  the  difference  be- 
tween potential  savings  from  detection,  and  expen- 
ditures for  ineligible  recipients,  sample  cases  with 
clients  ineligible  due  to  excess  resources  were 
examined.  A  system  was  developed  to  deplete 
resources  after  the  ineligibility  was  discovered. 
Analysis  showed  that  dollars  potentially  saved  by 
detecting  these  errors  were  about  41%  of  dollars 
misspent  on  those  cases. 

Because  great  variation  in  error  rates  was  ob- 
served among  the  district  offices,  their  characteris- 
tics were  analyzed  to  determine  their  role  in  the 
differences  in  error  rates.  District  office  character- 
istics considered  were:  workload  indices,  back- 
logged  applications,  overdue  redeterminations,  ab- 
sentee rates,  quality  .of  the  facility,  and  worker 
experience  and  education.  Some  98%  of  the  varia- 
tion in  agency  error  rates  (90%  in  overall  error 
rates)  could  be  explained  by  a  combination  of 
characteristics.  An  interesting  parallel  is  that,  as 
with  error  prone  profiles  for  Medicaid  cases,  the 
combination  of  characteristics  found  in  a  district 
office  allowed  prediction  of  the  office  error  rate. 

During  the  third  year  of  the  study,  the  impact 
and  benefit-cost  of  the  system  will  be  evaluated. 
This  evaluation  will  primarily  compare  the  district 
offices'  error  rates  to  those  found  without  the  Error 
Prone  Profile  System.  The  benefit-cost  analysis 
will  examine  demonstration  costs  and  benefits 
separately.  In  addition,  some  alternative  error 
detection  (between  routine  and  intensive)  will  be 
examined  for  possible  cost  savings. 

Physician  Distribution  in  the 
United  States 

National  distribution  of  physicians  by  type  has 
become  a  matter  of  increasing  concern  in  this 
country,  particularly  when  viewed  in  light  of  an 
imminent  national  health  insurance  system.  One  of 
every  six  persons  in  the  United  States  lives  in  an 


area  short  of  primary  medical  care,  as  indicated  in 
a  September  19,  1978  shortage  area  listing  in  the 
Federal  Register,  compiled  by  the  Health 
Resources  Administration,  Public  Health  Service. 
The  listing  defines  primary  care  practitioners  as 
family  physicians,  general  practitioners,  internists, 
pediatricians  and  obstetrician-gynecologists.  About 
half  of  34  million  lacking  adequate  primary  care 
live  in  cities,  half  in  rural  areas. 

Earlier  the  General  Accounting  Office  took  a 
slightly  different  look  at  the  problem  in  a  May 
1978  report  entitled  "Are  Enough  Physicians  of  the 
Right  Type  Trained  in  the  United  States?"  GAO 
believes  little  is  being  done  here  to  match  the 
training  of  future  physicians  to  the  medical  needs 
of  the  country.  Under  the  present  medical  educa- 
tion system,  they  indicate,  too  many  physicians  are 
becoming  specialists,  and  too  few  are  entering  the 
primary  care  area.  They  believe  that  substantial 
changes  are  required  to  balance  the  numbers  of 
physicians  trained  in  various  specialties  with  the 
country's  requirements.  Admitting  that  the  task  of 
determining  appropriate  numbers  of  physicians  by 
specialities  and  in  aggregate  is  difficult,  GAO 
nevertheless  came  out  with  a  number  of  recom- 
mendations to  Congress,  HEW  and  the  Veterans 
Administration,  all  of  which  have  roles  in  and 
impact  on  the  situation. 

The  study  documents  in  depth  the  lack  of  data 
on  which  determinations  of  physician  supply  are 
made.  While  many  medical  education  directors 
and  the  medical  profession  indicated  a  belief  that 
more  primary  care  practitioners  are  needed,  this 
feeling  was  based  not  on  a  comprehensive  study 
but  on  the  declining  numbers  of  primary  care 
practititioners,  comparison  with  other  countries 
such  as  England  where  more  than  75%  of  the 
physicians  are  in  primary  care,  and  on  observation 
that  a  primary  care  physician  can  treat  most  of  the 
problems  for  which  patients  seek  treatment. 

The  issue  is  complex,  with  few  areas  of  agree- 
ment. Some  observers  believe  the  aggregate  physi- 
cian supply  in  the  country  is  sufficient,  others  do 
not.  The  medical  profession,  predictably  enough, 
believes  that  control  of  the  graduate  medical  edu- 
cation process  is  unneeded;  interestingly,  directors 
of  medical  education  programs  generally  indicated 
that  some  control  is  needed.  On  the  other  hand, 
GAO  found  that  no  system  existed  for  insuring 
that  the  number  and  type  of  physicians  trained  is 
related  to  the  appropriate  number  needed.  Fore- 
most in  the  decision  making  process  was  the 
availability  of  funds  rather  than  a  perceived  na- 
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tional  need.  GAO  also  points  out  that  a  number  of 
studies  indicate  a  current  or  projected  oversupply 
of  certain  specialists,  but  no  medical  specialty 
organization  felt  there  was  an  oversupply  of  physi- 
cians within  its  specialty. 

GAO  did  find  that  higher  education  officials  in  a 
number  of  States  can  and  do  impact  on  the  supply 
of  physicians  trained.  Some  States  have  made 
studies  on  medical  education,  with  recommenda- 
tions to  legislatures  to  affect  the  specialty  distribu- 
tion of  physicians  trained.  Funds  have  been  made 
available  in  about  40  States  for  training  primary 
care  practitioners,  either  through  legislative 
appropriation  or  support  of  State  medical  schools. 
The  State  role  is  important,  in  the  context  of  the 
Medicaid  program,  since  access  to  care  for  the 
poor  in  inner  cities  and  rural  areas  is  an  ongoing 
problem  for  many  program  managers. 

The  study  details  the  many  factors  and  problems 
in  the  area  of  physician  supply,  and  contains 
comments  from  medical  organizations  and  the 
Federal  agencies  concerned. 

GAO  recommendations  were:  HEW,  along  with 
the  medical  community's  Coordinating  Council  on 
Medical  Education,  should  explore  the  possibility 
of  the  Council  conducting  a  national  study  of 
physician/ physician  extender  supply.  Then,  after 
mutual  agreement  on  health  manpower  supply  and 
requirements  for  future  and  present,  HEW  should: 
publish  these  analyses;  encourage  medical  schools 
and  teaching  hospitals  to  adjust  residency  training 
programs  where  imbalances  are  found;  monitor 
voluntary  actions  by  the  medical  profession  to 
achieve  desired  goals,  and  if  these  attempts  do  not 
eliminate  the  imbalance  in  medical  programs,  seek 
legislative  action.  HEW  should  in  the  meantime 
continue  to  emphasize  funding  for  primary  care 
programs. 

After  HEW  and  the  Coordinating  Council  have 
developed  a  reasonably  accurate  assessment  of  the 
number  of  physicians  required  in  each  specialty 
and  subspecialty  to  meet  national  needs  and  have 
compared  the  assessment  with  the  number  cur- 
rently in  practice  and  in  training,  GAO  recom- 
mends that  Congress  should  consider  whether: 
additional  medical  schools  should  be  established, 
or  if  the  shortage  should  be  filled  by  US  medical 
students  studying  abroad,  or  by  foreign  medical 
school  graduates.  In  addition,  GAO  indicates,  if 
the  total  number  of  needed  first  year  graduate 
medical  positions  should  be  fewer  than  the  number 
of  US  physicians  graduating  annually,  Congress 
should  explore  the  extent  to  which  Federal  finan- 


cial assistance  for  more  medical  school  graduates  is 
necessary  or  if  this  funding  should  be  continued. 
Congress  should  also  explore  whether  it  wants  the 
VA  to  continue  providing  Federal  grants  to  estab- 
lish new  medical  schools  or  increase  capacity  of 
existing  ones,  as  stipulated  in  PL  92-541. 

Officials  of  Federal,  State  and  local  gov- 
ernments may  receive  up  to  10  copies  of  this  report 
free  of  charge  by  contacting:  U.S.  General  Ac- 
counting Office,  Distribution  Section,  Rm  4522, 
441  G  Street,  N.W.,  Washington,  D.C.  20548,  and 
asking  for  report  HRD-77-92,  May  16,  1978. 


Analysis  of  EPSDT  Diagnosis 
and  Treatment  Costs 

Using  data  collected  for  an  earlier  study,  the 
University  of  Texas  Health  Services  Research 
Institute  (HSRI)  analyzed  Early  and  Periodic 
Screening,  Diagnosis  and  Treatment  (EPSDT) 
costs  in  this  study  dated  September  1978.  This 
report  provides  Medicaid  expenditures  data  so  that 
child  health  program  planners,  after  estimating  the 
number  of  children  to  be  screened,  the  referral  rate 
by  age  group,  the  percent  who  obtained  treatment, 
and  the  percent  of  treated  children  for  whom  pay- 
ments are  made,  may  project  a  1 976  dollar  value  for 
new  treatment  costs  in  an  expanded  program. 

Medicaid  payment  profiles  were  studies  for 
1,713  children  screened  in  the  EPSDT  program 
between  January  1  and  April  30  of  1976,  and 
found  to  have  at  least  one  health  problem.  The  age 
distribution  of  the  sample  was: 


Years  of  Age 

0-4 

5-9 
10-12 
13-21 


%  of  1, 713  children 
27% 
29% 
17% 
26% 


The  data  was  originally  collected  as  part  of 
HSRFs  Nine  State  Survey  of  Shows  of  Treatment, 
published  in  1977.  At  the  time  of  the  Nine  State 
Survey,  Medicaid  cost  data  was  requested  for  the 
year  before  and  the  year  after  the  screening  period, 
to  track  treatment  costs  of  each  screen-related 
problem.  The  cost  data  was  available  for  91.5%  of 
the  children  from  only  five  States:  Texas,  Michi- 
gan, Iowa,  Tennessee  and  California.  Cost  data 
from  each  of  the  five  States  covered  a  different 
time  period.  Per  child,  an  average  of  7.4  months  of 
data  before  screening  and  10.5  months  after  was 
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available.  The  Texas  data  included  medical  costs 
only,  not  dental  costs,  which  limited  Texas'  com- 
parisons with  other  States'  total  costs. 

For  this  most  recent  effort,  health  care  adminis- 
tration graduate  students  reviewed  the  children's 
Medicaid  claims  to  detect  unique  treatment  combi- 
nations which  computer  analysis  would  not  dis- 
cern. This  allowed  calculation  of  treatment  costs 
both  before  and  after  the  screening  visit.  Expendi- 
tures which  occurred  as  a  result  of  screening 
(excluding  costs  before  screening)  were  called  net 
new  screen-related  costs. 

Despite  the  variations  in  the  type  of  data  ob- 
tained, State  data  did  produce  four  cost  patterns 
for  each  problem.  These  patterns  were  for  children 
whose  screen-detected  problem  generated: 

•  no  costs  before  and  some  costs  after  screen- 
ing (Type  1); 

•  no  costs  before  or  after  screening  (Type  2); 

•  some  costs  before  but  none  after  screening 
(Type  3);  and 

•  costs  both  before  and  after  screening  (Type  4). 

To  enable  comparison  of  children  and  States, 
HSRI  used  a  formula  for  annualizing  data  to 
compute  total  medical  and  dental  costs  before  and 
after  screening.  In  order  to  include  Texas  in  cross- 
State  comparisons,  they  computed  the  total  annu- 
alized medical  costs  before  and  after  screening. 

Findings  covered  treatment  costs  of  children 
with  screen-related  problems,  the  overall  change  in 
Medicaid  costs  for  children,  and  high  cost  condi- 
tions in  general.  Analysis  of  screen-related  expen- 
ditures showed  a  net  new  treatment  cost  of  $23  per 
child  screened,  with  40%  expended  for  dental 
problems,  5.4%  for  vision,  and  54.4%  for  other 
medical  problems.  Approximately  71%  of  the 
children  who  were  referred  received  treatment. 
Claims  were  paid  on  behalf  of  73%  of  those 
children  who  were  treated.  In  practice,  during  the 
10.5  months  after  screening,  claims  were  paid  for 
only  52%  of  the  children  who  were  diagnosed  as 
needing  treatment.  HSRI  could  not  explain  this 
low  percentage.  They  suggest  that  children  are 
being  treated  by  non-Medicaid  providers  or  that 
insufficient  time  had  passed  for  claims  to  have 
made  it  through  the  payment  process. 

The  total  screen-related  costs  for  the  10.5 
months  after  screening  were  distributed  between 
medical  and  dental  problem  categories  as  shown  in 
Figure  1.  Figure  2  shows  medical  costs  only.  HSRI 
suggests  that  EPSDT  cost  containment  attempts 
focus  on  these  areas,  with  special  effort  directed  at 


dental  treatment.  The  new  Medicaid  screening 
costs  were  estimated  at  20%  of  total  Medicaid  costs 
for  children.  This  percentage  was  fairly  constant 
between  States. 

The  distribution  of  costs  between  dental  care, 
medical  ambulatory  care,  and  hospitalization 
shifted  as  a  result  of  screening: 


Type  of  care 

Ambulatory 

Dental 

Hospital 


Percent  of  total  costs 
Pre-screening  Post-screening 


48% 
5% 
47% 


49% 
19% 
32% 


These  figures  show  screening  to  have  a  favorable 
impact  on  reducing  the  level  of  care  from  hospitali- 
zation, a  more  expensive  setting,  to  ambulatory 
care,  the  least  expensive  setting. 

Some  9%  of  the  children  were  generating  52%  of 
the  costs.  A  review  of  high  cost  conditions  found 
that  children  under  five  are  most  susceptible  to 
pneumonia,  bronchitis,  hernia  and  hydrocele;  the 
high  cost  conditions  which  most  often  affect  child- 
ren 5-12  are  tonsillitis,  mental  and  emotional 
problems  and  heart  problems;  for  those  13-21  years 
of  age,  accidents,  deliveries  and  vision  problems 
result  in  high  expenditures.  HSRI  suggests  study  of 
potential  impact  of  preventive  programs  on  these 
particular  conditions  and  that  research  on  the 
reason  for  and  methods  of  preventing  severe  respi- 
ratory illness  in  young  children  should  continue. 
HSRI  further  suggests  family  planning  and  related 
psychological  counseling  for  the  teenage  popula- 
tion. 

The  overall  conclusion  is  that  EPSDT  generates 
very  little  additional  Medicaid  screen-related  treat- 
ment costs.  Of  particular  interest  is  the  apparent 
shift  from  institutional  toward  outpatient  care  as  a 
result  of  EPSDT  screening. 


Texas  and  California  Medicaid 
Drug  Programs  Compared 

The  pharmaceutical  industry  recently  funded 
two  studies  comparing  differing  management  ap- 
proaches of  two  Medicaid  drug  programs.  Coin- 
cidentally,  both  the  Hoffman-LaRoche  and  the 
Eli  Lilly  and  Co.  studies  compare  the  performance 
of  Texas's  and  California's  programs.  The  study 
funded  by  a  Hoffman-LaRoche  grant,  Managing 
Medicaid  Drug  Expenditures:  An  Analysis  of 
Divergent  Approaches  was  done  by  Stephen  G. 
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Figure  1 


Distribution  of  Total  Screen  Related*  Dollar  Costs  That  Occur  After  Screening 
(10  Months  of  Data)  (Medical  and  Dental) 


Infective  and  Parasitic  1% 
Benign  Neoplasm  1% 
Nutritional  Deficiency  1% 
Nervous  System  1  % 
Pregnancy  Complications  1% 
Skin  1% 
Blood  2% 
Heart  2% 
Respiratory  3% 
Birth  Defects  3% 
Other  4% 
Musculoskeletal  4% 


Genitourinary 

6% 


Digestive 

5% 


Tonsils  and  Adenoids  5% 
Hearing  4% 

Mental  and  Emotional  4% 


'."Screen-related"  means  that  only  the  costs  for  treating  problems  recorded 
on  the  screening  sheet  were  counted  up. 


Figure  2 

Distribution  of  the  Total  Screen  Related  Costs 
After  Screening  (Medical  Costs  Only) 


Genitourinary 
10% 


Vision  17% 


Infective  and  Parasitic  2% 
Nutritional  Deficiency  2% 
Benign  Neoplasm  2% 
Nervous  System  2% 
Pregnancy  Complications  2% 
Skin  2% 
Blood  3% 
Heart  3% 
Respiratory  5% 
Birth  Defects  5% 


Digestive 

9% 


Tonsils 

and  Adenoids 

9% 


Hearing 

7% 


Mental 

and  Emotional 

7% 


Musculoskeletal 

7% 

Other 

7% 
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Sudovar,  Jr.,  President  of  Pracon  Inc.,  a  Wash- 
ington, D.C.  consulting  firm,  and  Susan  D.  Rein,  a 
consulting  associate  at  Pracon.  The  Eli  Lilly  and 
Co.  study,  Comparative  Growth  Analysis  of 
Medicaid  Drug  Programs:  Texas  vs.  California, 
The  Top  200  Drugs,  was  prepared  by  Baldwin  E. 
Kloer  of  that  company's  Corporate  Affairs  Re- 
search division. 

Hoffman-LaRoche:  The  Hoffman-LaRoche  re- 
port, Managing  Medicaid  Drug  Expenditures, 
compares  expenditures  and  other  drug  program 
data  for  the  year  ending  June  30,  1975  (FY  1975.) 
Administrative  costs,  cost  per  claim,  cost  per 
eligible  and  cost  per  recipient  are  compared  for  the 
two  States.  The  study  concludes  that,  had  Texas's 
drug  program,  it  controls,  and  system  of  adminis- 
tration been  in  place  in  California,  that  State  could 
have  saved  $14  million  in  FY  1975. 

The  California  and  Texas  Medicaid  drug  pro- 
grams make  for  an  interesting  comparison,  as  the 
two  States  take  opposing  approaches  to  program 
management.  California  relied  mainly  on  a  Maxi- 
mum Allowable  Ingredient  Cost  (MAIC)  fee  sched- 
ule, a  limited  formulatory,  and  prior  authorization 
to  control  drug  expenditures.  Texas  uses  a  strict 
three-prescription  limit  per  recipient  per  month, 
with  no  exceptions.  They  limit  payment  to  Average 
Wholesale  Price  (AWP)  plus  a  dispensing  fee,  have 
no  limits  on  formulary,  and  an  active  program  of 
utilization  review  and  audits. 

In  Texas,  all  claims  processing  and  review  activi- 
ties were  handled  in  house,  by  a  staff  of  91:  eleven 
field  pharmacists  who  followed  up  processing 
problems  and  checked  fees  and  nursing  homes; 
fifteen  full-time  auditors  who  visited  each  phar- 
macy provider  at  least  every  three  years  to  verify 
the  accuracy  of  prices  billed  the  State;  five  investi- 
gators; and  sixty  clerical  personnel,  administrators 
and  data  systems  people.  The  relatively  large 
auditing  staff  was  reported  by  Texas  officials  as 
having  been  very  successful  in  ensuring  that  the 
Medicaid  program  was  charged  no  more  than  the 
general  public  for  similar  drugs,  and  permitted  the 
program  to  correct  billing  discrepancies  imme- 
diately when  errors  were  discovered.  Utilization 
review  was  also  used  to  keep  usage  down,  and 
includes  checks  for  such  abuses  as  physician  or 
pharmacy  "shopping." 

California,  on  the  other  hand,  used  a  closed-end 
formulary  which  included  approximately  600 
drugs  (2525  separate  codes  for  different  strengths 
and  dosages.)  Of  the  top  20  drug  products  in  the 
nation,  three  are  restricted  to  limited  indications 


and  four  are  reimbursable  only  with  prior  approval 
(which  is  seldom  granted  for  these  drugs.)  These 
limited  use  drugs  are  Librium,  Valium,  Darvon, 
Indocin,  Garamycin,  Keflex  and  Motrin.  Califor- 
nia also  operated  under  a  limitation  of  two  pre- 
scriptions per  month  for  outpatients,  with  addi- 
tional claims  subject  to  prior  approval,  until  this 
restriction  was  lifted  June  30,  1975.  This  obviously 
didn't  constitute  a  strict  control  on  drug  usage,  as 
2.4  claims  were  submitted  per  month  for  the 
average  recipient. 

The  MAIC  schedule  in  FY  1975  set  ingredient 
cost  ceilings  for  more  than  100  multi-source  drugs. 
California  also  set  a  flat  maximum  professional 
dispensing  fee  for  all  providers,  as  compared  to 
Texas,  where  the  fee  was  determined  individually 
for  each  provider.  When  potential  misutilization 
was  found  in  provider  audits,  California  relied  on 
local  pharmacy  peer  review  committees  to  initiate 
correction  of  the  provider  in  question.  If  the 
practice  was  not  corrected  voluntarily,  the  case  was 
referred  to  a  Dept.  of  Health  investigation  unit.  As 
this  unit  was  also  responsible  for  investigating 
hospitals  and  other  high  volume  providers,  the 
drug  program  often  did  not  receive  adequate 
support,  according  to  Medicaid  officials.  However, 
California  has  moved  to  correct  this  situation  since 
FY  1975. 

Program  Expenditures  and  Claims:  A  compari- 
son of  cost  per  claim  and  the  drug  utilization  rate 
per  recipient  receiving  drug  services  for  the  two 
States  shows  that  Medi-Cal's  costs  could  have  been 
reduced  8.4%,  or  $8.5  million.  These  projected  cost 
savings  are  based  on  the  lower  drug  utilization  rate 
in  Texas,  as  measured  in  claims  per  recipient 
receiving  drug  services. 

TABLE  1 

AVERAGE  MONTHLY  #  CLAIMS  PER  RECIPIENT 


Eligibility  Category 

Aged 
Blind 
Disabled 
AFDC 

All  Categories 


California  Texas 


2.99 
2.96 
2.97 
1.83 

2.41 


2.45 
2.34 
2.46 
1.85 

2.25 


Texas  claims  per  recipient  adjusted  to  relative  size  of 
eligibility  groups  in  California:  2.15 

For  the  average  California  recipient,  2.41 
claims  per  month  were  submitted,  compared  to 
2.25  in  Texas.  Particularly,  usage  was  higher  in 
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California  for  the  SSI-related  eligibility  categories. 
However,  average  cost  per  claim  was  lower  in 
California. 

TABLE  2 
COST  PER  DRUG  CLAIM 


Eligibility  Category 

Aged 
Blind 
Disabled 
AFDC 

All  Categories 


California  Texas 


$5.82 
6.03 
6.81 
5.14 

$5.81 


$6.71 
6.46 
6.86 
4.88 

$6.24 


Costs  in  California  assuming  Texas  participation  rates  and 
cost  per  claim:  $5.96 

As  the  two  States  have  a  different  mix  of  recip- 
ients by  aid  category,  Texas  rates  are  adjusted  to 
reflect  California  participation  rates.  In  Texas, 
AFDC  recipients  represent  57%  of  total  eligibles, 
as  compared  to  70%  in  California.  The  aged  rep- 
resent 17%  of  California's  Medicaid  eligibles,  and 
33%  of  Texas's. 

In  California,  ingredient  cost  per  prescription 
was  8%  lower  than  in  Texas.  Counteracting  the 
lower  ingredient  cost  was  a  higher  professional  fee 
in  California.  Adjusted  for  eligible  population  mix, 
the  average  claim  was  2.5%  less  expensive  in 
California  ($5.81  vs.  $5.91).  This  lower  cost  was 
more  than  offset  by  that  State's  higher  utilization 
rate,  and,  as  a  result,  California  paid  8.4%  more  per 
recipient  receiving  a  drug  service. 

Administrative  Costs:  The  Medi-Cal  program 
spent  almost  three  and  one-half  times  as  much  per 
eligible  on  administrative  activities  as  did  Texas. 
This  difference  is  accounted  for  solely  by  differen- 
ces in  claims  payment  costs.  Using  their  in-house 
processing  system,  Texas  spent  10c  per  claim. 
California  paid  40c  per  claim  to  their  fiscal  inter- 
mediary. (This  cost  will  be  reduced  under  Califor- 
nia's new  fiscal  agent  contract,  which  saves  the 
State  $20-30  million  yearly  for  all  claims  over  the 
old  contract.)  At  Texas's  cost  per  claim,  California 
could  have  saved  $5.6  million  in  FY  1975. 

The  study  then  examines  other  factors  that  could 
contribute  to  differences  in  the  utilization  rate 
between  the  States.  Differences  in  disease  patterns, 
number  of  physician  visits  per  capita,  and  percent- 
age of  medically  needy  recipients  all  fail  to  explain 
the  difference.  The  study  also  assumes  that  the 
different  prescription  limits  had  no  appreciable 


effect  on  the  difference  in  drug  expenditures  for  the 
respective  programs.*  It  therefore  concludes  that 
"although  Texas  employed  fewer  regulatory  con- 
straints than  California,  its  effective  utilization 
management  appears  to  have  been  more  successful 
in  containing  excessive  drug  costs." 

Eli  Lilly  and  Co.:  The  Eli  Lilly  and  Co.  report, 
Comparative  Growth  Analysis  of  Medicaid  Drug 
Programs,  compares  changes  that  occured  in  drug 
expenditure  patterns  in  the  two  States  for  the  FY 
1973— FY  1976  period.  The  top  200  drugs  are 
analyzed  in  each  State.  The  study  concludes  that 
"the  Texas  drug  program,  emphasizing  control  of 
utilization  and  fraud,  while  making  all  drugs  avail- 
able to  Medicaid  patients,  has  shown  superior 
results  in  controlling  Medicaid  drug-expenditure 
growth.  Again,  an  analysis  of  the  two  programs 
showed  the  primary  difference  in  cost-containment 
was  Texas's  more  stringent  control  of  drug 
utilization. 

In  California,  prescriptions  per  recipient 
increased  18.1%,  and  units  per  prescription  in- 
creased 9.0%,  for  an  overall  increase  in  utilization 
of  28.7%.  In  Texas,  there  was  a  5.8%  decrease  in 
prescriptions  per  recipient,  a  4.3%  increase  in  units 
per  prescription,  leading  to  an  overall  decrease  in 
utilization  of  1.7%.  Eli  Lilly  and  Co.  estimates  the 
28.7%  increase  in  California  cost  the  State  $19.7 
million  in  FY  1976,  this  for  the  top  200  drugs, 
which  represented  73%  of  total  prescriptions. 

Drugs  controlled  by  California's  MAIC  pro- 
gram showed  a  28.6%  increase  in  ingredient  cost 
between  FY  1973  and  FY  1976.  Single  source  drugs 
(not  controlled  by  MAIC)  in  California  showed  a 
15.6%  price  increase,  for  an  average  increase  in 
ingredient  costs  for  the  top  200  drugs  of  20.2%.  In 
Texas,  where  there  was  no  control  on  ingredient 
prices,  costs  rose  9.9%.  However,  the  pharmacy  fee 
increased  17.3%  in  Texas  and  only  5.7%  in  Calif or- 


*  EDITOR'S  NOTE:  Statistics  presented  in  the  study  don't 
support  this  conclusion.  Had  the  three-prescription  limit  been 
in-place  in  California,  that  State's  utilization  rate  would  have 
dropped  considerably.  Looking  at  Table  1.  one  notices  that  for 
the  AFDC  population,  which  is  less  affected  by  the  limit, 
utilization  is  practically  equal  for  the  two  States.  However  for 
the  SSI-type  population,  the  average  monthly  number  of 
prescriptions  per  recipient  was  2.4  in  Texas  and  3.0  in  Califor- 
nia. This  substantial  difference  makes  Texas's  drug  program 
less  expensive  than  California's.  However,  if  recipients  in 
California  averaged  three  prescriptions  per  month  each,  simple 
statistics  indicates  that  a  substantial  percentage  of  that  popula- 
tion received  more  than  three  prescriptions,  something  Texas's 
more  restrictive  program  would  have  prevented. 
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nia,  when  adjusted  for  increased  units  per  prescrip- 
tion. Total  drug  price  factors  increased  13.1%  in 
California  and  12.2%  in  Texas,  as  compared  to  an 
1 1.6%  rise  in  the  Consumer  Price  Index  for  drugs. 

A  Harris  Poll  survey  commissioned  by  Eli  Lilly 
and  Co.  showed  public  and  beneficiary  support  of 
both  programs  generally  equal. 

Copies  of  the  Eli  Lilly  and  Co.  report  are 
available  without  charge  from:  Corporate  Affairs 
Research,  Dept.  MC-956,  Eli  Lilly  and  Co.,  P.O. 
Box  618,  Indianapolis,  IN  46206.  The  Hoffman- 
LaRoche  study  is  available  by  writing:  Ben  Ku- 
basik  Inc.,  30  East  42nd  St.,  New  York,  NY  10017. 

Medicare  and  Medicaid  Contracting 

The  Health  Care  Financing  Administration 
(HCFA)  recently  completed  a  nine-month  study  of 
methods  for  selecting  monitoring,  and  reimbursing 
contractors  under  the  Medicare  and  Medicaid 
programs.  The  study  was  conducted  by  a  Steering 
Group  established  by  the  Administrator,  HCFA, 
headed  up  by  Eugene  Rubel,  Special  Assistant  to 
the  Administrator,  and  consisting  of  high  level 
administrators  within  HEW.  The  following  recom- 
mendations represent  the  consensus  of  the  Steering 
Group. 

For  the  Medicare  program,  the  Steering  Group 
recommends: 

•  HCFA  seek  new  legislation  to  permit  a  com- 
bined and  fully  integrated  Part  A  and  Part  B 
structure  for  administration  of  the  Medicare 
program.  In  combining  the  administration  of 
Part  A  and  Part  B,  the  number  of  contractors 
should  be  reduced,  the  contractor  areas 
should  be  defined  on  a  geographic  basis  using 
States  as  the  building  block,  the  nomination 
process  should  be  eliminated,  the  prime 
contract  with  the  Blue  Cross  Association 
should  be  terminated,  and  the  role  of  the 
Division  of  Direct  Reimbursement  should  be 
limited  to  dealing  only  with  Federal  providers 
and  special  cases  where  the  Government  be- 
lieves it  is  advantageous  to  efficient  program 
administration.  In  addition,  all  contractors 
should  be  selected  on  a  competitive  basis  and 
should  not  be  limited  to  insuring  organiza- 
tions or  to  organizations  currently  serving  as 
contractors.  Contractors  should  be  reim- 
bursed on  a  fixed  price  or  fixed  rate  basis 
rather  than  on  a  cost  basis.  Implementation  of 
these  recommendations  would  be  phased  in 


over  a  period  of  time  to  ensure  a  very  effective 
transition  to  the  new  contracting  mode  and  to 
assure  no  disruption  to  Medicare  operations. 
Furthermore,  HCFA  should  experiment  with 
separating  the  provider  reimbursement  and 
audit  function  from  other  contractor  func- 
tions under  a  combined  Part  A  and  Part  B 
arrangement. 

•  If  a  decision  is  made  not  to  combine  the 
administration  of  Medicare  Part  A  and 
Part  B  under  a  single  contractor,  legislation 
should  be  sought  to  eliminate  the  nomination 
process  under  Part  A  and  to  select  and  reim- 
burse intermediaries  on  a  competitive  fixed 
price  or  fixed  rate  basis.  In  addition,  the 
number  of  intermediaries  should  be  reduced 
by  redefining  intermediary  jurisdictions  based 
on  geography  with  State  boundaries  as  the 
building  block,  but  not  to  exceed  an  HEW 
region.  Furthermore,  the  Blue  Cross  Associa- 
tion prime  contract  should  be  terminated  and 
the  role  of  the  Division  of  Direct  Reimburse- 
ment should  be  limited  to  dealing  only  with 
Federal  providers  and  special  cases  where  the 
Government  believes  it '  is  advantageous  to 
efficient  program  administration.  HCFA 
should  also  experiment  with  separating  the 
provider  reimbursement  and  audit  function 
from  other  functions  performed  by  interme- 
diaries. For  Part  B,  carrier  jurisdictions 
should  be  redefined  based  on  geographic  and 
workload  characteristics  using  State  bound- 
aries as  a  building  block  to  allow  for  multistate 
or  substate  areas  and  the  number  of  areas 
should  be  reduced.  In  addition,  legislation 
should  be  sought  to  select  and  reimburse 
carriers  on  a  competitive  fixed  price  or  fixed 
rate  basis  and  should  not  be  limited  to  insur- 
ing organizations. 

•  HCFA  should  conduct  experiments  with  re- 
spect to  integrating  the  administration  of  the 
Medicare  and  Medicaid  programs  under  a 
single  contractor.  These  experiments  can  be 
conducted  under  existing  statutory  authori- 
ties. 

•  HCFA  should  impose  substantive  require- 
ments and  mechanisms  to  improve,  monitor 
and  evaluate  State  procurement  practices  to 
ensure  effective  competition  for  contracts  in 
the  Medicaid  program.  Additionally,  policies 
should  be  standardized,  wherever  possible,  to 
institute  uniformity  between  Medicare  and 
Medicaid  contracts  and  contracting  proce- 
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dures.  These  actions  can  be  implemented  on 
an  administrative  basis  and  do  not  require 
enabling  legislation. 
The  steering  committee  recommended  the  fol- 
lowing in  regard  to  the  Medicaid  program: 

In  order  to  promote  fair  and  open  competition 
for  Medicaid  procurements  as  well  as  assure  the 
proper  and  efficient  administration  of  State 
contracts,  it  is  recommended  that  the  following 
be  developed: 

•  a  mechanism  to  generate,  evaluate  and 
monitor  a  coherent  national  picture  and 
understanding  of  State  procurement  prac- 
tices 

•  an  overall  program  strategy  for  contract 
administration  under  Medicaid 

•  comprehensive  policies  and  regulations  to 
guide  State  procurement  processes 

•  detailed  procedures  to  provide  effective 
oversight  and  monitoring  of  procurements 

Implementation  of  this  recommendation  does 
not  require  any  new  legislation  and  can  be 
achieved  administratively  especially  if  a  waiver 
to  OMB  Circular  A-102  is  granted  by  the  Office 
of  Management  and  Budget.  If  a  waiver  is  not 


granted  then  statutory  changes  should  be 
sought.  The  Steering  Group  views  this  set  of 
recommendations  as  absolutely  essential  in  the 
management  of  the  Medicaid  program.  Imple- 
mentation of  this  recommendation  should  be 
among  the  highest  priorities  of  the  Health  Care 
Financing  Administration. 

The  Steering  Group  also  recommended  that 
HCFA  conduct  experiments  to  test  the  feasibility 
and  impact  of  combining  the  administration  of  the 
two  programs.  They  concluded  that,  although  it 
appears  that  integrating  the  administration  of 
Medicare  and  Medicaid  could  produce  cost  sav- 
ings, the  approach  may  not  be  viable.  The  findings 
of  the  experiments  would  determine  whether 
integration  should  be  pursued  on  a  national  basis. 

The  study,  along  with  the  recommendations, 
also  contains  considerable  background  informa- 
tion on  Medicare  and  Medicaid  contracting.  A 
second  volume  contains  issue  papers  that  were 
developed  in  the  course  of  the  study.  For  a  copy  of 
the  Medicare  and  Medicaid  Contracting  study, 
please  write:  Office  of  Public  Affairs,  Health  Care 
Financing  Administration,  330  "C"  Street,  S.W., 
Washington,  D.C.  20201. 
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Brook,  Robert  H.,  Williams,  Kathleen  N.  and  Rolph,  John  E.,  "Controlling  the  Use  and  Cost  of  Medical 
Services:  The  New  Mexico  Experimental  Medical  Care  Review  Organization — A  Four- Year  Case 
Study,"  Supplement  to  Medical  Care,  Vol.  16:9,  Sept.  1978.  76  pages. 

In  this  article  (based  on  an  HEW  funded  study),  the  authors  perform  a  comprehensive  review  and 
analysis  of  New  Mexico's  Experimental  Medical  Care  Review  Organization  (EMCRO),  a  peer  review 
project  that  reviewed  claims  submitted  to  that  State's  Medicaid  program.  EMCRO  was  a  forerunner, 
and  more  comprehensive  version  of  today's  PSROs,  in  that  it  included  broad  review  of  ambulatory 
care  as  well  as  hospital  review.  EMCRO  was  physician-run  and  organized,  and  included  concurrent 
and  extended  stay  certification  of  hospital  utilization.  Data  for  the  1971-1975  period  is  analyzed. 
The  authors  found  EMCRO  had  no  demonstrable  effect  on  hospital  use.  Some  cost  savings  to  New 
Mexico  Medicaid  occured  due  to  denials  of  claims  for  medical  reasons,  but  this  amount,  not  more 
than  $2.8  million,  was  less  than  than  the  $3-4  million  that  the  peer  review  component  of  EMCRO 
cost.  Also,  this  $2.8  million  included  $1.7  million  of  savings  through  level  of  care  adjustments  in 
nursing  homes.  This  medical  component  of  peer  review  cost  about  3.5%  of  the  amount  billed  for 
services  billed  in  New  Mexico  for  the  evaluation  period. 

Significant  savings  through  review  did  occur  in  New  Mexico,  but  in  the  non-medical  prepayment 
review  category.  Of  the  $116  million  billed  during  the  evaluation  period,  $16.6  was  denied  during  the 
MMIS  claims  payment  process,  for  administrative  reasons.  This  includes  $1 1.0  million  in  adjustment 
to  bills  and  $5.6  million  in  payment  denials. 

Peer  review  had  one  major  positive  effect  on  ambulatory  care,  as  it  caused  a  sharp  decrease  in  the 
number  of  injections,  particularly  those  with  serious  side  effects.  New  Mexico  is  an  atypical  State,  and 
had  an  average  length  of  stay  much  lower  than  the  national  average  prior  to  EMCRO.  However,  after 
also  looking  at  findings  from  other  studies,  the  authors  conclude  that  PSROs  may  influence  quality  of 
care,  but  will  play  little  role  in  containing  medical  care  costs. 

Knapp,  David  A.,  Ph.D.  and  Palumbo,  Francis  B.,  Ph.D.,  Containing  Costs  in  Third  Party  Drug 
Programs:  Selected  Bibliography  and  Abstracts,  Drug  Intelligence  Publications,  Inc.,  Hamilton, 
Illinois,  1978.  246  pages. 

As  indicated  by  the  title,  this  book  is  an  annotated  bibliography  focusing  on  cost  containment  efforts 
in  third  party  drug  programs.  Books,  pamphlets,  journal  articles,  government  documents  and  a  few 
conference  presentations,  covering  the  period  1970 — August  1977,  are  summarized  in  259  half -page 
abstracts.  The  first  section  of  the  book  reviews  those  publications  giving  an  overview  of  cost 
containment,  and  also  those  describing  experiences  in  other  countries  and  in  inpatient  hospital 
settings.  The  second  section  covers  eight  approaches  to  cost  containment  in  outpatient  drug 
programs,  including  patient  cost  sharing,  maximum  allowable  cost  programs,  product  selection  and 
substitution,  and  formulary  restrictions. 

In  a  press  release  that  accompanied  the  book,  the  authors  claim  that  "there  is  no  definitive  evidence 
that  the  drug  cost  containment  methods  being  used  in  existing  health  care  programs  actually  are 
lowering  costs."  "Useful  empirical  data  on  drug  cost  containment  (was)  practically  non-existent"  in 
the  literature  surveyed,  and  many  cost  control  methods  were  found  to  simply  transfer  cost  from  the 
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program  to  participants  or  others  outside  the  program.  In  addition,  the  authors  claim  that  most  drug 
cost  control  programs  are  chosen  because  of  ease  of  administration,  rather  than  effectiveness. 
A  limited  number  of  copies  of  the  book,  which  was  financed  by  a  grant  from  Hoffman-LaRoche,  are 
available  without  charge  by  writing:  Ben  Kubasik,  Inc.,  30  E.  42nd  St.,  New  York,  NY  10017. 

Jackson,  Jacquelyne  Johnson,  "Special  Health  Problems  of  Aged  Blacks,"  Aging,  National  Clearinghouse 
on  the  Aging,  Administration  on  Aging,  Nos.  287-288,  Sept. -Oct.  1978.  Pages  15-20. 

The  author  cites  growing  concern  for  "special"  health  problems  of  the  black  aged  in  this  issue  of 
Aging  Magazine  devoted  to  an  indepth  look  at  the  status  and  needs  of  elderly  black  Americans — the 
largest  group  of  minority  older  people  in  the  United  States.  In  this  article,  she  focuses  primarily  on 
health  perceptions,  age  changes,  prevalent  diseases,  functional  health,  and  use  of  health  resources. 
Her  findings  include:  (1)  Aged  blacks  and  whites  had  similar  perceptions  about  health  as  a  problem. 
The  exception:  low  income,  aged  blacks  were  more  likely  to  consider  insufficient  medical  care  as  a 
serious  problem.  (2)  Problems  with  vision  and  hearing  intensify  with  age,  regardless  of  race;  however, 
many  poor  aged  are  victimized  by  unscrupulous  mail-order  companies  or  simply  lack  money  to 
purchase  aids.  (3)  In  some  1972  and  1974  data,  over  1/2  of  all  non-white  aged  with  incomes  under 
$5,000  had  some  type  of  activity  limitation,  as  did  about  2/5  of  their  higher  income  counterparts,  and 
about  7%  of  the  lower  income  group  was  house  confined,  showing  special  medical  problems  related  to 
functionality  may  be  more  characteristic  of  non-whites  than  whites,  and  of  poor  than  non-poor.  (4) 
Many  are  subjected  to  unnecessary  multiple  visits  by  physicians  and  clinics.  Jackson  points  out  that 
studies  investigating  the  quality  of  care  received  by  aged  blacks  are  needed  to  resolve  the  issues 
concerning  the  most  appropriate  site  for  their  medical  care.  Also,  she  indicates  those  in  nursing  homes 
may  have  a  special  problem — few  of  the  staff  and  residents  are  sufficiently  knowledgeable  about  racial 
hardships  of  the  patients. 

Wallace,  Helen,  "Expenditures  for  Health  Care  of  Children  and  Youth  in  the  United  States,"  Clinical 
Pediatrics,  Vol.  17:1,  January  1978.  Page  40. 

This  article  examines  health  care  expenditures  for  children  and  youth  in  Fiscal  Year  1975.  Health 
expenditures  per  capita  for  children  and  youth  are  lower  than  for  other  age  groups.  In  Fiscal  Year 
1975,  total  national  expenditures  for  health  were  $118.5  billion;  65%  of  this  was  for  those  aged  19-64, 
29%  for  those  65  and  over,  and  15%  went  for  children  and  youth  under  19  years.  The  government's 
share  has  almost  doubled  from  22%  in  1966  to  40%  in  FY  1975.  Some  24%  of  the  total  health 
expenditures  to  children  and  youth  were  from  public  sources;  the  older  the  age  group,  the  greater  the 
percentage  of  health  expenditures  from  public  sources.  In  1975,  children  and  youth  represented  34.7% 
of  the  population,  an  increase  from  34.1%  in  1974.  At  the  same  time,  14.9%  of  health  expenditures 
were  allocated  to  children  and  youth,  a  decrease  from  15.3%  in  1974. 

More  health  care  costs  for  children  and  youth  went  for  physician  services,  and  less  for  hospital  care, 
than  for  adults  and  the  elderly.  In  1975,  personal  health  care  expenditures  per  capita  for  the 
population  as  a  whole  was  $476,  for  children  and  youth  $212.  Of  government  programs,  Medicaid 
funded  the  largest  share  (56%)  of  personal  health  care  for  children  and  youth;  Department  of  Defense 
provided  19%,  and  general  hospital  and  medical  programs  14%,  the  last  based  on  the  cost  of  operating 
State  and  local  community,  psychiatric,  and  long  term  care  hospitals. 

In  FY  1977,  estimated  expenditures  for  health  care  per  child  under  Medicaid  were  $276,  with  the 
estimated  range  of  EPSDT  costs  per  child  $90  to  $100. 

"The  Medical  Assistance  Program,"  Urban  Health,  The  Journal  of  Health  Care  in  the  Cities,  September 
1978.  Page  26. 

Recent  events  of  Medicaid  in  Georgia  are  sketched  in  this  article.  A  major  confrontation  occurred  in 
1976  between  the  State  and  physicians,  because  physicians  felt  that  new  State  requirements  were 
designed  to  reduce  Medicaid  utilization.  The  new  regulations  required  increased  paper  work  in  filing 
physician  claims,  and  expanded  the  contract  required  of  physicians  to  participate  in  Medicaid. 
Although  the  number  of  participating  physicians  has  dropped  since  then,  David  B.  Poythress, 
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Commissioner  of  the  Georgia  Department  of  Medical  Assistance,  remains  optimistic.  He  favors  flat 
fee  schedule  reimbursement  for  physicians  and  believes  the  revised  system  would  discourage 
physicians  from  concentrating  in  urban  areas,  as  well  as  discouraging  specialization. 
Some  40%  of  the  State's  Medicaid  payments  go  for  nursing  home  care,  30%  to  hospitals,  and  30%  to 
physicians,  ambulance  services  and  other  services.  The  Department  of  Medical  Assistance  is 
conducting  an  experimental  study  of  different  ways  of  reimbursing  hospitals,  as  the  Commission  feels 
the  present  system  contains  no  incentives  for  cost  control.  The  proposed  plan  would  establish  a  "cost 
norm,"  for  hospital  services.  A  benefit  and  bonus  would  be  granted  to  an  efficiently  run  low-cost 
hospital,  but  a  high-cost  inefficiently  operated  hospital  would  be  penalized  with  a  lower  level  of 
reimbursement  than  the  established  norm. 

McDaniel,  John  P.,  "We  Have  Seen  Rate  Review,  And  It  Works,"  Hospitals,  Journal  of  the  American 
Hospital  Association,  Vol.  52:8,  April  16,  1978.  Page  71. 

In  Maryland,  the  author  believes,  hospital  rate  review  is  successful  because  of  cooperation  at  all  levels. 
In  1971,  dissatisfaction  with  previous  cost  control  bills  led  the  Maryland  Hospital  Association  (M HA) 
to  sponsor  legislation  for  hospital  review.  MHA  found  that  most  hospitals  were  approaching 
insolvency  under  the  traditional  retrospective  cost  method  of  payment,  and  together  with  State 
legislators  drafted  an  equitable  bill  that  put  reimbursement  on  a  prospective  basis. 
The  State's  Health  Services  Cost  Review  Commission  (HSCRC)  has  been  establishing  rates  since 
1974.  Under  this  approach,  individual  departments  are  treated  as  separate  entities,  and  are  expected 
to  be  self-sustaining;  the  traditional  cross-subsidation  of  one  department's  costs  to  cover  another  is 
not  permitted.  The  Commission's  1976  report  cites  an  11.8%  increase  in  the  average  daily  cost  for 
Maryland  hospital  patients,  as  opposed  to  a  national  rise  of  14.9%.  This  represents  a  savings  of  over 
$22  million  to  Maryland  residents. 

McDaniel  cites  a  drawback  in  the  Commission's  methodology  which  make  it  difficult  for  any  hospital 
to  expand  and  improve.  "Medical  breakthroughs  seldom  are  cheap,  and  if  the  criterion  for  medical 
cafe  is  that  it  fall  within  a  certain  price  range,  there  won't  be  any  breakthrough."  The  author  suggests 
that  HSCRC  and  hospitals  should  abide  by  the  decision  of  the  public  in  resolving  their  conflicts, 
"because  it  is  the  public  good  that  is  at  issue." 

Supportive  Services,  Major  Federal  Programs  to  Assist  the  Elderly  in  Independent  Living,  April  15,  1978. 
Care  Reports  Inc.,  1230  National  Press  Bldg.,  Washington,  D.C.  20045.  Ten  dollars. 

This  new  second  edition  of  "Major  Federal  Programs"  updates  data  and  descriptions  of  many 
programs  to  assist  the  elderly  in  independent  living  as  of  April  15,  1978.  In  this  26  page  booklet, 
Federal  funding  programs  are  divided  into  four  sections:  Housing,  Community-Based  Services, 
Research  and  Demonstrations,  and  Training  and  Education.  Each  program  is  summarized  in  clear 
and  concise  charts  describing  the  function,  purpose,  sponsoring  Federal  agency,  eligibility  require- 
ment, and  application  information.  Also  included  is  a  one  page  directory  of  Federal  telephone 
numbers  and  key  addresses,  and  the  editor's  advice  on  obtaining  grants:  follow  guidelines  closely,  be 
imaginative,  and  don't  accept  "no"  as  final. 
This  booklet  may  be  obtained  from  the  above  address. 

Tytla,  Elsie,  MD,  "Cutting  the  Medicaid  Pie,"  American  Academy  of  Pediatrics  News  and  Comment, 
29:10,  Sept.  1978  (See  Medical  Care  Review,  Vol.  35:10,  November  1978). 

The  author  examines  health  care  data  and  discusses  problems  Medicaid  has  encountered.  She  points 
out  that  while  national  health  care  expenditures  have  been  doubling  every  five  years  with  an  ever 
increasing  government  share,  Medicaid  is  not  reaching  25%  of  the  truly  poor.  Data  indicate  there  are 
21  to  22  million  Medicaid  recipients,  while  an  estimated  31  million  people  would  probably  be  below 
the  poverty  line  after  paying  their  medical  bills.  Some  40%  of  Medicaid  expenditures  go  to  6%  of  the 
Medicaid  population,  mostly  in  nursing  homes,  while  preventive  services  are  underutilized  by  the  poor 
and  disadvantaged. 

The  author  believes  the  Medicaid  payment  system  favors  institutional  services  over  ambulatory  and 
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children's  services.  About  70%  of  Medicaid  expenditures  go  for  institutional  services — more  than  1/2 
of  this  goes  to  nursing  homes;  of  the  10%  that  go  for  non-institutional  services,  about  1/3  goes  to 
physicians.  Also,  while  children  make  up  almost  1/2  of  Medicaid  recipients,  they  receive  less  than  1/5 
of  Medicaid  assistance.  Although  the  amount  going  to  children  is  increasing,  children  will  benefit  the 
most  when  services  are  organized  into  a  comprehensive  care  system  and  not  just  spent  on  screening. 
The  author  concludes,  we  need  to  bring  the  poor  and  the  children  into  the  mainstream  of  care. 

Sloan,  Frank,  Mitchell,  Janet  and  Cromwell,  Jerry,  "Physician  Participation  in  State  Medicaid  Pro- 
grams," The  Journal  of  Health  Resources,  Volume  XHI-Supplement,  1978.  Pages  211-245. 

If,  as  intended,  Medicaid  is  to  supply  "mainstream  medicine"  to  the  needy  population,  wide-spread 
physician  participation  is  vital  to  program  success.  Under  contract  with  HEW,  the  authors  conducted 
a  survey  of  2000  physicians,  collecting  data  and  attitudinal  information,  and  based  on  this  information, 
prepared  a  computer  model  of  physician  behavior.  In  a  straight  comparison  of  fees  based  on  a  list  of 
typical  procedures,  Medicaid  on  the  average  paid  5 1  -70%  of  usual  doctors'  fees,  67-79%  of  Blue  Shield, 
and  73-91%  of  Medicare. 

Of  doctors  surveyed,  76%  responded  that  they  participate  in  Medicaid  to  some  extent.  For  58%  of 
participating  physicians,  Medicaid  patients  made  up  less  than  10%  of  their  practice;  only  15%  saw 
more  than  30%  Medicaid  patients.  The  regression  model  clearly  indicated  that  fee  schedules  are 
important  to  provider  participation.  In  addition,  higher  Blue  Shield  fee  schedules  discourage 
physician  involvement  in  Medicaid,  indicating  that  insurance  programs  compete  with  one  another  for 
physician  time. 

Cost  of  collecting  payment  in  terms  of  paper  work,  effort  required  and  delay  of  payment  also 
significantly  influenced  participation,  up  to  the  participation  threshhold.  Also,  in  areas  where 
Medicaid  covers  a  greater  proportion  of  the  patient  population,  participation  is  likely  to  be  higher.  A 
rise  in  non-professional  wages,  if  not  countered  by  a  hike  in  the  Medicaid  fee  schedule,  will  cause  a 
decline  in  participation. 

In  conclusion,  the  major  factors  affecting  participation  are  reimbursement  level  and  bureaucratic  diffi- 
culties involved  with  the  program  (payment  delay,  paper  work,  etc.).  Political  attitudes,  on  the  other 
hand,  play  only  a  minor  role  in  physician  decisions  regarding  participation. 

Chassin,  Mark  R.,  M.D.,  "The  Containment  of  Hospital  Costs:  A  Strategic  Assessment,"  Supplement  to 
Medical  Care,  Vol.  16:10,  October  1978.  55  pages. 

In  this  monograph,  the  author  examines  five  approaches  to  hospital  cost  containment:  cost  sharing; 
health  maintenance  organizations  (HMOs);  certificates  of  need;  utilization  review;  and  incentive 
reimbursement.  Existing  literature  on  each  approach  is  analyzed,  and  the  following  conclusions  are 
reached:  1)  HMOs  are  the  most  consistently  effective  means  of  reducing  hospital  cost  yet  studied;  2) 
certificate  of  need  legislation  has  been  shown  ineffective  in  reducing  hospital  cost.  Cutting  costs  in 
some  areas  (e.g.,  number  of  beds)  leads  to  additional  expenditures  elsewhere;  3)  data  on  utilization 
review  suggests  it  may  reduce  hospitalization  and  costs,  but  is  as  of  yet  inconclusive;  4)  cost-sharing 
(deductibles  and  co-insurance)  is  only  partially  effective  in  controlling  hospital  costs,  as  demand  for 
services  is  relatively  inelastic;  also,  a  successful  program  is  likely  to  have  a  negative  effect  on  quality  of 
care;  5)  prospective  reimbursement  offers  the  best  current  approach  to  hospital  reimbursement. 
The  author  concludes:  "We  do  not  know  with  any  degree  of  certainty  how  to  moderate  hospital  cost 
increases  in  an  acceptable  fashion,  while  assuring  quality  of  care  is  not  unduly  compromised."  He 
suggests  any  approach,  however,  must  contain  three  general  components:  it  must  be  multi-faceted; 
innovative  approaches  must  be  encouraged;  and  far  more  research  and  evaluation  of  proposed 
methods  of  cost  control  must  be  undertaken. 

Stringer,  Lorene  A.,  "Mental  Health  Work  in  Children's  Health  Centers:  Learnings  from  Five  Year's 
Experience,"  American  Journal  of  Orthopsychiatry,  Vol.  48:1,  Jan.  1978.  Pages  40-55. 

The  author  discusses  the  St.  Louis  County  Program,  a  five-year-old  EPSDT-type  effort.  The  program 
is  examined  for  its  potential  in  preventing  disabling  conditions,  and  the  kinds  of  problems  encoun- 
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tered  at  the  grass-roots  level.  She  has  highlighted  several  common  issues  in  a  specific  context  that  may 
be  applicable  to  other  situations. 

The  St.  Louis  County  Program  began  in  1950  as  a  small,  psychoanalytically-oriented  child  guidance 
clinic  which  soon  expanded  to  primary  prevention.  In  1972  the  program  was  launched  through  the 
Children's  Health  Centers,  independent  of  the  EPSDT  mandate.  As  they  became  involved  with  Medi- 
caid reimbursement,  the  mental  health  component  met  with  problems:  State  regulations  limited  Title 
XIX  funding  to  medical  services,  and  defined  mental  health  as  psychosocial;  Federal  regulations 
limited  Title  XX  funding  to  social  services  and  defined  mental  health  as  psychiatric-ergo-medical.  In 
addition,  due  to  poverty  level  in  this  suburban  area,  they  were  required  to  provide  services  as  well  as 
the  screening  program. 

After  discussion  of  the  problems  found,  the  author  identifies  these  needs:  (1)  the  necessity  for  working 
together  in  teams,  using  particular  skills  to  provide  comprehensive  care;  (2)  the  necessity  to  prepare 
outreach  personnel  for  ensuring  continuity  of  care;  (3)  the  necessity  for  supportive  and  individualized 
follow-up,  focusing  on  the  intra  and  interpersonal  and  the  impersonal  environmental  conditions  in 
the  individuals'  lives;  and  (4)  the  necessity  to  involve  parents  in  the  effort. 

Copies  of  the  reprint  may  be  obtained  from  the  Office  of  Child  Health,  Medicaid  Bureau,  Room  4607, 
Switzer  Bldg.,  330  C  St.,  S.W.,  Washington,  D.C.  20201. 

Aging,  Nos.  283-284,  May-June  1978.  48  pages. 

This  issue  of  Aging,  a  journal  published  by  the  Administration  on  Aging,  DHEW,  is  devoted  entirely 
to  senior  centers.  Many  experts  in  aging  believe  that  any  alternative  that  keeps  senior  citizens  (and 
others)  from  entering  nursing  homes  unnecessarily  is  good  management — always  of  human  resources, 
and  usually  of  dollar  resources.  Senior  centers,  although  not  funded  by  Title  XIX,  represent  one 
method  of  keeping  the  elderly  in  the  community,  and  of  delivering  needed  social  services.  This  issue  of 
Aging  gives  considerable  history  and  background  on  senior  centers,  and  has  feature  articles  on  several 
successful  centers.  This  is  not  to  indicate  other  centers  aren't  successful,  however.  There  are, 
according  to  Aging,  more  than  5,000  in  the  country,  with  a  membership  or  clientele  of  more  than  five 
million. 

More  than  one-half  of  participants  in  senior  activities  live  alone,  compared  with  one-third  of  the 
general  elderly  population  who  live  alone.  In  any  given  two-week  period,  more  than  six  percent  of  all 
older  Americans  attend  a  center,  and  another  eighteen  percent,  while  they  would  like  to,  do  not.  The 
most  frequent  reason,  according  to  Aging,  is  that  no  center  is  available. 

Swire,  Margaret  and  Kavaler,  Florence,  "Health  Supervision  of  Children  in  Foster  Care,"  Child  Welfare, 
Journal  of  the  Child  Welfare  League  of  America,  Inc.,  Vol.  LVI1:9,  November  1978.  Page  563. 

The  extent  to  which  Medicaid  services  have  been  made  available  to  New  York  City's  foster  care 
population  is  examined  in  this  article  based  on  a  survey  conducted  in  1971-74  by  the  New  York  City 
Department  of  Health,  with  funds  from  the  Maternal  and  Child  Health  Care  Services  of  HEW.  The 
study  covered  668  youngsters  from  eight  child  care  agencies  in  New  York  City. 
Data  from  sample  records  showed  that  immunizations  and  vaccinations  were  not  consistently 
administered  to  the  study  group.  Sensory  screening  tests  were  also  not  regularly  performed,  and 
physicians'  physical  examinations  were  found  to  have  been  inadequately  performed  and /  or  recorded.  A 
large  proportion  of  children  with  health  problems  had  no  record  of  having  been  seen  for  evaluation  or 
treatment  of  those  problems:  almost  1  /2  (47%)  of  those  found  to  have  visual  acuity  disorders  had  not 
been  seen  by  an  opthamologist  or  optomistrist  during  the  5  years  preceding  the  study;  more  than  2/  3  of 
the  children  in  need  of  dental  treatment  had  not  been  seen  by  a  dentist  during  the  same  period. 
These  findings  show  that  the  availability  of  Medicaid  funds  does  not  assure  that  these  children  will 
receive  adequate  services.  The  authors  recommend  that  these  criteria,  among  others,  must  be  met:  (1) 
setting  standard  guidelines  for  bringing  about  accessibility,  availability,  and  acceptability;  (2) 
instituting  staff  orientation  and  inservice  training;  (3)  developing  a  standard  medical  record  system, 
with  periodic  review  of  charts;  and  (4)  encouraging  foster  parent  involvement  through  health 
education  and  counselling. 
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Pauls,  Lynne  M.  and  Kloer,  Baldwin  E.,  "FDA  Enforcement  Activities  Within  the  Pharmaceutical 
Industry:  Analysis  of  Relative  Incidence,"  Corporate  Affairs  Research,  Eli  Lilly  and  Co.,  Indianapolis, 
Indiana,  June  1,  1978.  23  pages. 

This  Eli  Lilly  and  Co.  study  concludes  that  "there  are  quality  differences  among  prescription  drugs, 
and  among  companies  that  manufacture  them."  The  study  examined  all  Food  and  Drug  Administra- 
tion (FDA)  defective-product  recalls  over  the  four  year  period,  1974-1977,  and  the  records  of  the 
Drug  Problem  Reporting  Program.  Drug  manufacturers  were  classified  as  either  research-intensive  or 
nonresearch-intensive.  Twenty-three  large  firms  that  supply  more  than  75%  of  the  drugs  in  the  U.S. 
are  labelled  research  intensive,  based  on  their  aggregate  research  budgets.  The  non-research  intensive 
category  includes  the  hundreds  of  other  drug  manufacturing  firms. 

The  study  found  that  in  1977,  non-research  intensive  companies  had  more  than  15  million  defective 
drug  doses  recalled,  while  research-intensive  firms  had  fewer  than  1  million  doses  recalled  over  the 
same  period.  For  the  period  1974-1977,  on  the  basis  of  relative  dollar  sales  volume,  nonresearch-in- 
tensive firms  had  seven  times  more  recalls  and  forty-three  times  more  FDA  initiated  court  actions 
levied  against  them,  as  compared  with  research-intensive  firms.  For  a  two  year  period,  the  nonre- 
search-intensive firms  had  one  and  one-half  times  more  Drug  Product  Problem  Reports  filed  with 
FDA,  also  based  on  volume. 

Copies  of  the  report  are  available  without  charge  from:  Corporate  Affairs  Research,  Dept.  #MC-956, 
Eli  Lilly  and  Co.,  P.O.  Box  618,  Indianapolis,  IN  46206. 

United  States  General  Accounting  Office,  "Improved  Administration  Could  Reduce  the  Costs  of  Ohio's 
Medicaid  Program,"  Washington,  D.C.,  Report  HRD-78-98,  October  23,  1978.  149  pages. 

At  the  request  of  the  Legislature  and  the  Governor  of  Ohio,  the  U.S.  General  Accounting  Office 
(GAO)  conducted  a  comprehensive  review  of  Ohio's  Medicaid  program.  The  resulting  in-depth 
report,  which  documents  weaknesses  in  many  program  areas,  is  now  being  used  by  the  State  as  a 
guide  for  management  improvement.  The  report,  however,  should  make  for  valuable  reading  for  all 
program  managers,  for  problems  found  in  Ohio  are  typical  of  those  found  in  many  States;  the  report 
therefore  is  a  good  basic  tool  for  self-evaluation  and  improvement. 

In  a  number  of  cases,  Ohio's  program  was  not  complying  with  either  State  or  Federal  policy, 
according  to  GAO.  In  addition,  by  improving  programs  related  to  eligibility  determination,  Ohio 
could  save  several  million  dollars  annually.  About  $1  million  in  cash  assistance  plus  additional 
Medicaid  funds  could  have  been  saved  through  timely  recipient  hearings.  Automatic  termination  of 
four-month  Medicaid  extension  cases  would  save  an  additional  $2.75  million  yearly. 
In  the  area  of  nursing  home  reimbursement,  GAO  found  Ohio  was  using  unallowable  costs  in 
determining  nursing  home  rates,  thereby  inflating  payments.  Concurrently,  the  ceiling  for  SNF  care 
reimbursement  was  unrealistically  low.  This  makes  it  difficult  to  place  Medicaid  patients  at  the  SNF 
level,  thereby  needlessly  causes  the  spending  of  millions  yearly  for  hospital  care  for  Medicaid  patients 
awaiting  SNF  placement.  GAO  also  made  recommendations  for  program  improvement  in  the  areas 
of  claims  processing,  the  S/UR  subsystem,  EPSDT,  third  party  liability  collection,  and  utilization 
control.  (Single  copies  of  the  report  are  available  without  charge  from:  U.S.  General  Accounting 
Office,  Distribution  Section,  Room  1518,  441  "G"  St.,  N.W.,  Washington,  D.C.  20548.) 

United  States  General  Accounting  Office,  "Ohio's  Medicaid  Program:  Problems  Identified  Can  Have 
National  Importance,"  Washington,  D.C,  Report  HRD-78-98A,  October  23,  1978.  11  pages. 

At  State  and  Congressional  request,  GAO  conducted  a  comprehensive  review  of  this  State's  Medicaid 
program.  In  this  report  directed  to  the  Secretary  of  HEW,  the  focus  is  on  two  issues  having  potential 
national  impact.  A  separate  report  on  Ohio's  Medicaid  program  was  directed  to  the  State  (see 
previous  entry.)  The  national  issues  were:  misleading  statistics  reported  by  the  Medicaid  Quality 
Control  (MQC)  program  overstate  potential  savings;  and  unavailability  of  skilled  nursing  services  to 
Medicaid  patients  results  in  erroneous  payments.  GAO  takes  issue  with  the  way  potential  savings  are 
computed  under  the  MQC  program,  pointing  out  that  entire  payments  are  classed  as  erroneous,  when 
in  fact  the  error  may  only  equal  the  amount  of  an  individual's  excess  liquid  resources.  They  cite  a 
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$4,200  "erroneous"  payment  caused  by  $19  in  excess  assets.  GAO  believes  only  the  latter  amount 
should  be  considered  erroneous.  The  report  states  that  the  HEW  formula  for  computing  case  errors 
and  program  losses  does  not  differentiate  substantive  errors,  that  the  total  claims  amount  is  used  in 
computing  dollar  loss,  rather  than  the  excess  resources  amount.  While  HEW  found  $34.4  million  in 
erroneous  payments  for  a  period  using  their  formula,  GAO's  revised  estimate  of  erroneous  payments 
was  $15.2  million,  and  GAO  believes  even  this  overstates  possible  savings.  GAO  recommends  that 
MQC  study  procedures  be  revised  to  include  such  an  estimate  of  potential  savings. 
In  the  long  term  care  area,  a  1977  Ohio  Hospital  Association  survey  indicating  223  Medicaid  patients 
awaiting  transfer  to  skilled  nursing  facilities  (SNFs),  at  an  estimated  cost  of  $38,000  per  day 
(223  patients  x  $170  per  day)  or  $13.8  million  per  year  is  cited.  Ohio  nursing  homes  are  dually  certified 
(skilled  and  intermediate  care  facilities)  with  54%  of  SNF  beds  occupied  by  Medicaid  patients. 
However,  only  12%  of  total  Medicaid  patients  are  in  skilled  care,  or  2300  out  of  19,484  nursing  home 
patients.  GAO  contends  the  reimbursement  for  SNFs  is  at  fault,  and  additionally,  that  Medicare 
placement  in  SNFs  is  affected,  due  to  facility  reluctance  to  accept  a  patient  who  may  become  a 
Medicaid  recipient  once  Medicare  benefits  and  personal  resources  are  exhausted.  Ohio's  current  SNF 
rate  is  $31  per  day,  up  from  $27  in  1977.  HEW/  HCFA  is  advised  to  provide  assistance  to  Ohio  in  long 
term  care  reimbursement,  to  determine  if  other  State  reimbursement  systems  are  having  similar 
impact,  and  to  provide  assistance  to  any  such  States. 

Snyder,  James  D.  and  Crawford,  James  B.,  "HEW  Courts  Providers  for  Troubled  Medicaid  Program," 
Physician's  Management,  April  1978.  Pages  29-32. 

The  authors  discuss  the  problem  of  provider  participation  in  the  Medicaid  program,  and  indicate  that 
"low  reimbursement  rates,  snail's  pace  payment,  bureaucratic  interference,  and  heaps  of  paperwork 
continue  to  spur  a  steady  erosion  of  physician  participation."  The  Institute  for  Medicaid  Manage- 
ment's provider  relations  program  (as  exemplified  by  the  December  1977  "Medicaid  and  the  Health 
Care  Provider — A  Partnership"  conference  in  Orlando)  is  praised  as  an  antidote  for  this  problem,  as 
is  MMIS  implementation.  The  authors,  however,  paint  Richard  Heim,  MMB  Director,  as  unfriendly 
to  doctors,  as  he  believes  that  government  has  a  right  of  access  to  records,  being  the  payor  of  the  bills. 
On  the  other  hand,  Heim  is  also  quoted  as  saying  Medicaid  "ought  to  open  up  communication  with 
physician  groups." 

Davidson,  Stephen  M.,  "Variations  in  State  Medicaid  Programs,"  Journal  of  Health  Politics,  Policy  and 
Law,  Vol.  3:1,  Spring  1978.  Pages  54-70. 

The  author  creates  a  Medicaid  Program  Index  (MPI)  that  measures  the  liberality  or  restrictiveness  of 
State  Medicaid  programs,  as  a  means  of  understanding  program  variation.  The  MPI  measures 
variation  in  four  areas:  inclusion  of  the  medically  needy;  number  of  optional  services  included; 
limitations  and  prior  authorization  on  basic  services;  and  reimbursement  procedures,  with  a  fee 
schedule  considered  restrictive,  and  a  usual  and  customary  charge  approach  considered  liberal. 
In  comparing  scores  for  1970  and  1975,  Davidson  finds  that,  overall,  37  States  expanded  programs, 
while  only  three  contracted  their  programs.  Six  States  added  medically  needy  programs;  all  others 
with  this  program  retained  it.  In  30  States,  more  optional  services  were  included,  while  only  5  dropped 
in  the  number  of  optional  services  provided;  30  States  reduced  limitation  on  one  or  more  services,  and 
only  three  added  more  limitations.  The  author  believes  this  tendency  to  liberalize  "flies  in  the  face  of 
the  logic  which  says  that  States  faced  with  fiscal  pressures  .  .  .  would  act  to  reduce  benefits,  not 
expand  them."  Davidson  then  hypothesizes  that  liberal  programs  may  save  costs,  as  adding  services 
and  reducing  restrictions  leads  to  program  efficiency — by  making  appropriate  lower-cost  services 
available,  and  by  cutting  administrative  costs.  He  fails,  however,  to  consider  political  implications,  or 
the  possible  desire  of  States  to  serve  the  Medicaid  population  better. 

A  regression  analysis  revealed  a  relationship  of  MPI  to:  1)  per  capita  income;  2)  the  inverse  of  the 
proportion  of  the  population  below  the  poverty  line  (the  larger  the  poor  population,  the  less  likely  a 
State  is  able  to  afford  a  liberal  program);  and  3)  the  inverse  of  the  population  employed  in 
manufacturing  (unions,  with  restrictive  medical  benefit  packages,  would  not  allow  Medicaid  benefits 
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to  be  more  liberal.)  Finally,  factors  relating  to  a  State's  wealth  and  class  structure  were  found  much 
more  important  in  determining  program  variation  than  those  representing  characteristics  of  the 
provider  sector. 


INSTITUTE  FOR  MEDICAID  MANAGEMENT 


ORDER  FORM 

For  IMM  reports  which  are  available  to  State  and  Federal  personnel  who  are  directly  con- 
cerned with  the  Medicaid  program: 

□  Institutional  Reimbursement  -  Milwaukee  Conference,  July  18-20,  1977 

□  Assessment  of  Resident  Care  in  Intermediate  Care  Facilities  for  Mentally  Retarded  -  Kansas 

City  Conference,  September  6-8,  1977 

□  Patient/Provider  Profile  (S/UR)  Conference  Report,  June  8-10,  1977 

□  Data  on  the  Medicaid  Program:  Eligibility/Services/Expenditures,  Fiscal  Years  1966-78  (Re- 

vised) 

□  Title  XVIII/XIX  Comparison:  Regulations,  Structure,  and  Dimensions,  1978 

□  Medicaid  &  The  Health  Care  Provider — A  Partnership,  December  12-15,  1977,  Conference 

Report 

\    Management  of  State  Drug  Programs,  October  17-19,  1977,  Conference  Report 

□  Tenth  Annual  Conference  of  State  Medicaid  Directors,  New  Orleans,  March  6-9,  1978 
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Mail  to:  Institute  for  Medicaid  Management 
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Department  of  Health,  Education, 
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330  "C"  Street,  S.W. 
Washington,  D.C.  20201 
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